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-23784- Mr. O'Donnell 


Ottaw®, Ontario, 
Wednesday, May 24, 1950. 


MORNING SESSION 


THE CHAIRMAN: Very well, Mr. O'Donnell. 

MR O'DONNELL: Mey it please the Commission: 

I think when we adjourned yesterday I was 
reviewing briefly some of the facts relating to the present- 
day extent of the operations of: the Canadian National and 
endeavouring to point out the really important place that 
it holds in the transportation field in Canada. 

I had just indicated that it had in 1948, I 
think, handled 42 per cent more tons of revenue freight 
than any other transportation agency, railway agency, and 
had earned about 37 per cent more revenues, and had 
handled or carried about 47 per cent more passengers than 
its chief competitor. That is, it handled more than 20 
million passengers in 1948; that is some 47 per cent more. 

I was pointing those things out by way of sub- 
stantiation of the statement which will be found in the 
main brief, Exhibit 214, at page 7, which reads: 

"The transportation facilities provided by the 

Canadian National Railways are by far the most 
extensive, and few will gainsay that they constitute 
the single most important agency in the transportation 
field in Canada today." 

Then at page 9 of the brief -- and I do not 
intend to take much time -- one cannot but be struck by 
the extent of the work which was done by that railroad 
during the war, and it also substantiates the statement 
which I have read. 

I mention these facts, as I think I said yester- 
day just at the close, in passing, so that we may put into 


proper focus or perspective the real importance of the 
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Canadian National and of the problem which your Commission 
has been directed to deal with under the Order in Council. 
I now intend to discuss as briefly as possible 
the financial difficulties of the Canadian National. 
Notwithstanding the extensive and really 
‘successful railway operations which have been conducted 
by it since the termination of the war, it has been 
obliged to report deficits in each year, which aggregate 
in excess of $100 million. The reasons for its financial 
difficulties have been stated, and generally speaking they 
are threefold. First, the C nadian National is saddled 
with an excessive capital debt burden, constant or fixed 
charges, and they are equally real, whether resulting 
from positive or negative capital obligations, and the 
expenses and disbursements involved in connection with then. 
THE CHAIRMAN: Obligations to whom? 
MR O'DONNELL: To the public and to the Govern- 
ment as the holder of these securities. 
THE CHAIRMAN: There is, I think, $580 million--- 
MR O'DONNELL: $584 million in the hands of the 


public. 

THE CHAIRMAN; All the rest is in the hands of the 
Government. 

MR O'DONNELL: Yes, my lord. 

THE CHAIRMAN: And the Government owns the rail- 
roads. 


MR O'DONNELL: ‘That is right, the Government owns 
the railroads, and the Government «7 furnishes the money 
to pay the interest on the bonds that it itself holds, so 
it is just a matter of running it through the books and 
running it out again, and in the end result--- 

THE CHAIRMAN: Isn't there really a merger there? 

MR O'DONNELL: Certainly there is. 
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THE CHAIRMAN: If T owned a farm and bought the 
mortgage on the farm in, the mortgage is extinguished. 

MR O'DONNELL; Well, that would be true possibly 
if you were the only mortgage holder. 

THE CHAIRMAN: [I beg your pardon? 

MR O'DONNELL: If you were the only mortgage 
holder, and there were no other people involved. 

THE CHAIRMAN: I mean the mortgage that I bought 
if. 

MR O'DONNELL: Yes, as to your mortgage, that is 
true. 

THE CHAIRMAN: It is extinguished. 

MR O'DONNELL: Yes. 

THE CHAIRMAN: The other $580 million, of course, 
to those who hola securities is outstanding. 

MR O'DONNELL: That is right. 

THE CHAIRMAN: It is a debt that the Government 
owes to the railway. 

MR O'DONNELL: That is right; and whenever the 
railways has not earned enough to pay the interest, then 
the Government has had to put the money up, because the 
Government, after aii. 18: the guarantor, as you will 
remember, of all those obligations as taken over at the 
time of amalgamation. 

THE CHAIRMAN: But the Government looks to you 
to earn enough not only to pay the holders of securities, 
but to pay off themselves. 

MR O'DONNELL: Yes; if we do not earn it, then 
the Government has to vote the deficit solemnly to us, and 
ultimately its interest is collected in that way, but it has 
to go through our books, and we have to report a deficit, 
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do that. 
THE CHAIRMAN: From Something you said yesterday, 
I thought I gathered that the majority report of the 
Drayton-Acworth Commission would have obviated that. 

MR O'DONNELL: Yes: ana your lordship asked me 
if I knew why they had not done it, and I said I did not 
know why they had not done it. I could speculate as to why 
they had not done it. And the position: is -- [I would 
assume this -- in 1919 there was a Coalition Government, 
and this railroad was set up at that time, and the re- 
commendations of the Drayton-Acworth Commission were 
Substantially enacted. Now, there were some differences, 
They did not, for instance, carry out the recommendations 
in full to the letter. Instead of having this perpetuating 
board of trustees, the bill ultimately enacted set matters 
up in slightly different form, but Substantially they 
carried out the recommendations of the Drayton-Acworth 
Commission, except in so far as complying with this recom- 
mendation 28; 

"We recommend that the Government assume respons- 
ibility to the Dominion Railway Company for the interest 
on the existing securities of the transferred companies." 

Now, I might speculate this way, that the Govern- 

ment, as the report clearly points out, was liable and was 
obliged and would be obliged to take care of those security 
holders who held the Seccrities which it had guaranteed, and 
maybe by the time the Act itself became effective and 
amalgamation became effective in 1923 money might have been 


a little harder to come by. 
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There was a change, I think, in the Situation, 
and a recession at that time, and in the final analysis 
it didn't make any difference to the Government. The 
Government owed the money and the Government had to take 
care of the interest on those things, and why they 
didn't clean the situation up at that time I don't know 
exactly. But I say that on. reading the Drayton- 
acworth report, one must come to the inevitable con- 
clusion that the reason the Commissioners Said, one of 
the reasons the Commissioners Said, thatthe bankruptcy 
proceedings could not be resorted to, was that the credit 
of Canada and the provinces which had guaranteed these 
securities, could not be impugned,or its credit could not 
be destroyed, by allowing these . roads to go into 
bankruptcy; and that the Government, as guarantor of the 
Obligations really owed the money and would have to take 
care of the investments. That is made clear by the remarks 
of the then Minister of Railways, Mr. J. D. Read on 23rd 
April, 1919 when the bill was being debated, and he said 
in part this:- 

"It is true that the Government will have 

to look after the bonds outstanding and see 
that every care is taken in the protection of 
the investment although it did not itself 
borrow the money." 

Further on there are other similar remarks to 
that effect, that there was no doubt in the mind of the 
Government that the Government owed the money. It just 
occurrs to me that insofar as it went at the time, it 
was six to one and half a dozen to the other, except 
that in the end result the C.N.R. Railway Company has 
had to carry through its books these amounts with the 
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default each time it has not earned its money, and the 
deficit is reported; but in the end it is the Government 

who has to provide the money. The Government owes the 

money and instead of letting these companies go through 
bankruptcy, as they would have gone had merely private 
people been operating them, and had their assets -- ory 
rather, if a re-organization was made which would put 

them on a proper basis, by reason of what it would have 

done to Canada's credit insofar as the holders Bye cet 
in England, the United States and elsewhere were concerned -- 
that was not done, and the Commissioners said: "Now, 

what we recommend in lieu of that is the formation of 

a new company, a public authority, which will be the 
Dominion Railway Company, and we recommend that the 
Government pay the interest on these outstanding obliga- 
thongs" 

COMMISSIONER ANGUS: At the period during which 
you said a few minutes ago, the C.N.R. was obididged to 
report deficits, that was really the period before the 
Government had bought in part of the mortgage, isn't.it? 

MR. O'DONNELL: Well, the Government obtained 
control or was in control, in charge of the Grand 
Trunk Pacific through the receiver and had acquired 
the Canadian Northern in 1918 and had acquired the 
capital stock of the Grand Trunk in 1920. It was with 
this array of roads that were bankrupt that it had to 
deal; and it was in that connection, I think, that 
the Drayton-Acworth Commission was set up and it looked 
at the Grand Trunk and the Grand Trunk Pacific situation 
as well as the Canadian Northern, and their recommenda- 
tion 23 was:- 

"We do not recommend that the Grand 


Trunk, the Grand Trunk Pacific and the 
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Canadian Northern Companies be allowed 
to go into the hands of a receiver," 

Then at different places in the report, which 
I am sure the Commission knows far better than I, they 
recommend that these roads be operated as an entity, 
and ultimately they entrust the Government Railways 
as ‘such to it as well, that is the Intercolonial 
and the National Transcontinental and those others. 

THE CHAIRMAN: Now, you are talking of all 
these companies? 

MR. O'DONNELL: Yes, my .lord. 

THE CHAIRMAN: You took over the roads. What 
became of the companies themselves ? 

MR. O'DONNELL: Well, in some cases we have 
a stock control, and I gave your lordship a brief 
resume of the situation which will be found in Vol. 
109 at page 20026, where we tried to summarize that 
Situation so that it would be clearly understood and 
seen. I think your lordship will find there in complete 
detail the array of companies, the constituent companies. 
We have given there, my lord, and also in the main 
brief at page 13 and following, quite a complete 
resume of exactly what transpired. Then we also furnished 
the Commission with the Supporting Orders-in-Council. 

THE CHAIRMAN: Where in the Brief is it? 

MR. O'DONNELL: At page 13 and following, 
my lord. I will be glad to run through that summary. 

THE CHAIRMAN: No, I don't think so. 

MR. O'DONNELL: I think it is all there. 

THE CHAIRMAN: You refer to your historical 
outline, 


MR. O'DONNELL: Yes, my lord, and then I have 
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had the - - 

THE CHAIRMAN: I was just wondering for a 
moment whether the companies themselves as distinct 
from the property are still in existence. 

MR. O'DONNELL: Some of them are, all except 
the Grand Trunk. 

THE CHAIRMAN: Those that are not, how do they - - 

MR. O'DONNELL: Well, we include them. You 
See a reference to them in the annual report. There is 
a list of the companies in the annual report, and you 
will remember that we report ouractivities in consoli- 
dated form in this report. But in Exhibit 217 on page 
23, one will see the list of the companies, the capital 
Stocks which are owed by the system or by the public. 

THE CHAIRMAN: Are they still in existence? 

MR. O'DONNELL: Yes, my lord. 

THE CHAIRMAN: And the Government owns all 
the capital stock? 

MR. O'DONNELL: Owns all the capital stock 
of the Canadian National Railway Company, and the Canadian 
National Railway Company owns these other companies. 

THE CHAIRMAN: That is Exhibit what? 

MR, O'DONNELL: That is Exhibit 217, my 
lord, page 23, that is the Annual report for 1948. 

I think, my lord, I had just said that the financial 
difficulties were generally speaking three fold: 

that, first, the Canadian National had been saddled 
with excessive capital debt burden, constant or fixed 
charges, whether resulting from positive or negative 
capital obligations, and the expenses and dis- 
bursements involved in connection therewith: secondly, 


the Canadian National is obliged in the public interest 
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to operate without compensation as a matter of national 
policy and as an instrument of national development, 
considerable mileage of marginal or non-paying lines; 
and, thirdly, the third financial difficulty in part, 


is the imbalance between railway rates and railway costs 


of labour and materials, which in recent years have 
not kept pace the one with the other. 

Now, with respect to the imbalance between 
railway rates and costs, while it is true that to some 
extent the losses experienced in the years since the 
war have been due to this imbalance, that is but one of 
the factors contributing to the Canadian National 
Railways! financial difficulties, 


(Page 23793 follows) 
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And the Boord of Trensport Commissioners for Cenade, of 
course, is the body, the euthority designated by Parliement 
to determine rates and tolls end we refer to this sub ject 

in passing because it indicates only some of the financiocl 
difficulties of the roed and our view is that edmittedly 
thet is a tempprery feature and it must be and it is assumed 
that the Boord of Transport Commissioners will under the. ful- 
filmant of their duties under the Réilwey Act provide for 
theestablishment of just and reasonable rates for the 
services rendered by the railway. And your lordship end the 
Commission will remember that the Canedian National Railweys 
plen is predicetdd on that very assumption, that the im- 
balence between costs and freight rates will be mremoveda.. 

Now, thot is taken into considerstion when we put 
forward our proposal, 

THE CHAIRMAN: The unbalonce between what ? 

MR. O'DONNELL: The imboelence between freight retes 
end cost of operation. These freight rate increase cases 
have resulted from thet situation ond our assumption is,and 
we think it a valid one, thet that imbalance has ultimately to 
be justificd., There has been on increase of 40.68%, I think, 
in freight rates since 1946 end there is on applicotion pend- 
ing for an additionel, roughly 4% which is to be adjudicated 
upon tomorrow morning, 2s 2 matter of fact, but our assump- 
tion ond our plan is besed on thet essumption that 
that imbalance will be removed so insofer as that aspect 
of the deficit situation is concerned it is to be taken 
care of and treated like every other railwey in Canada in 
that respect, 

But the other two things are the important ones 
insofar as we are concerned. That is the excessive Debt 
burden and the operation of these lines in the public interest 


wichout edequate compensation or no compensation in most coses, 
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Now, eccordingly, I will direct my argument to 
these two points other then the matter of freight rates, 
Now, et this point I wish to emphesize that the revision 
of the capitel structure of the Cenedion National as pro-~ 
poscd to this Commission is » matter quite distinct and 

altogether apart from eény metter of rate making for the 
determinetion of rates ana voll ew Thet gr Submit, is im- 
portent. These two Subjects, the matter of rete-meking 
end the metter of the adjustment of the Cenadian Nationel 
Reilwey's capitel structure ere things apart, things dis- 
ILOt Each, in my Submission, must be treated on its own 
merits and upon a different approach and under altogether 
different sets of rules, 

From the reorgenization point of view, the question 
moinly is how much cen on enterprise earn, From the other, or 
the rote-making point of view, the question is how much will 
the enterprise be prepared to eern. Two entirely different 
matters, 

Now, the latterquestion, the rote-making point of 
view, is sometimes answered upon the basis, among other fectors, 
of a determination of the proper veluction of the property, 
of the enterprise used and useful which is pleced at the dis- 
posel of the public which is to be served, but that is oa 
matter altogether different from whet I respectfully submit 
we ere putting to this Commission by way of the sdjustment of 
our capital structure, 

The Commission, under the Order in Council, is 
directed to review the copital structure of the Cenadian 
National end on the merits of the Canadian Nationel's own 
case. Irrespective of what eny other railroad moy heave by 
way of @ capitel structure of its own or finoencisl diffi- 
culties of ity own, this Commission, I respectfully submit, 
is directed to review ana examine the C nadicn National 


Situstion end I went to say this, that 2 competitor, I submit, 
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of the Cansdisn Netionel or 3 competitor of sny company 
that is trying to reorganize, cannot be heard to complain 
on what is ‘strictly a matter of internal adjustment, 

The capitel structure of eny company is that 
company's effair ond that of its shareholders or bondholders 
having ony interest and thet is the situstion here.” “oute 
Siders, as far as T am concern * ‘have no place at a meeting 
which is determining the capital revision of the Set-up of 
any particular compeny, 

I am satisfied that if the Conadisn Notionel Rail- 
woys, in the event thot the Canadian Pacific nent, For in- 
Stance, desire to readjust its capital structure and call a 
meeting of its bondholders or Shereholders to put forward 2a 
Proposal - that the Canedian National would receive very 
Short consideration if it went into or trica to get into 
the meeting that woulda be discussing that matter, 

THE CHAIRMAN: But don't you think thot the other 
company 1s entitled to ask to be protected from the censequences 
of whatever is done? Supposing that in view of what you are 
esking us to do your railway finds itself in a new and 
different position henceforth, then the other railway certain- 
ly has the right to ask Parliament to see that it is not 
driven out of business? 

MR. O'DONNELL: TI have no objection to them doing 
thet at the Proper time and place. I am not Suggesting they 
Should not come in here and talk, That is true, 

THE CHAIRMAN: You are Soying it is not the proper 
time and plece? 

My CON DONNELe . Toam Saying it is not the proper 
time ond place, I om Saying that the direction of the 
Commission is £6 reiten the capital structure of the Canadian 
National and I om Saying it is a matter of internal house- 
keeping which hag Nothing to do with snybody st this stege 


other then the Owner end company officials, 
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THE CHAIRMAN: Whoet Subjects ere you dividing 
the matter into? 

MR. O'DONNELL: I am dividing the situation 
into the rate-meking aspect with which I say we are 
not concerned at ell at this point - it is @ function 
of the Board of Transport Commissioners and this Commission 
is not charged with any duty with respect to that aspect 
of things. Theat is something that will have to be dealt 
with by the Board of Trensport Commissioners 8s and when 
that motter arises and st this point we are merely deal- 
ing with what is a reorganization, so to Speak, of the 
Canadian National Railways itself involving nobody but its 
Owner and itself, in my respectful Submission, in law end 
98 and when that company is reorgenized it might come to 
the Board élong with others or by itself or others might 
come to the Board end the rate making function of the 
Board would go into pley at thet point end rates would 
have to bedetermingg the Boerd of Transport Commissioners 
might sce fit st thet time in view of all the circumstances, 

The effect when we get our capital revision es 
Proposed, would have no bearing, in my respectful view, 
upon whet the Board of Transport Commissioners might ul- 
timately do from a rate-meking point of view. If the 
Board of Transport Commissioners continues to fix rates 
as they have in the past - in the last twenty-five yeors, 
whether we have our copital reorganization or not ‘will 
not make thst much difference, If they change, however, 
to the theory thet is Suggested by our friends of rate 
basis at that time, then, our rate bese will have to be 
determined end it will be determined by them under the 
law and at this point that is quite irrelevant end that 


is my submission, 
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THE CHAIRMAN: Are you referring to anything 
in particular thet the Canadian Pacific Railwey has put 
before us so far? 

MR. O'DONNELL: TI am teking the same position 
with respect to the Canadian Pacific Railway as they took 
with respect to the Provinces, They said that they thought 
the Provinces were intermeddling at one stage or snother, 
I say with respect to this matter, and I Sey it with 

deference in respect to them, thot they are really inter- 
meddling in onr respect at this point, 

THE CHAIRMAN: Is that 811 they are doing? 
Supposing this Order in Council did not include this 
provision avout your capitel structure, would not the 
Cenedian Pacific Railways be entitled Just the same to 
Submit amendments to us for consideration, for guidance 
of the Board? 

MR. O'DONNELL: That is true. I heave no object- 
ion to that at ell. I am segregating that from my problem, 

THE CHAIRMAN: You do not question their right 
then to ask us to recommend that the railway Act be amended 
in certain perticulars? 

MR. O'DONNELL: No, I do not object to that. 

All I do object to igs this - I say that insofar as they 
complein of our application -- 

THE CHAIRMAN: Well, that is 2 different metter. 

MR, O'DONNELL: And of its being treated on 2 
basis other then on its own merits, that I complain of, 
Theat is the thing thet I sey has nothing at this stage 
to do with them sat all end I ‘say their rights so far 
as rate-making is concerned are not effected by whst is 
done by reason of this propossl because I distinguish 
between a reorganization and rate-making and I say that 


the problem - that wes the point of my submission, that 
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these two problems sre quite distinct and ektogether 
apart. The applicstion to revise the structure of the 
Canadian National Reilways is in no way concerned with 
any applicetion to fix rates or to make rates and as and 
when we are edjusted and €0 before the Board of Transport 
Commissioner, then the Board of Transport Commissioners, 
looking st the oversli picture and under its obligstion 
under the law to fix rates that ere just ond reasonable 
not for one railway but for all rallways, end for shippers 
and for the public, will take into consideration the over- 


all picture ond fix rates, 


(Pege 23800 follows). 
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THE CHAIRMAN; I think we would understand you 
better if you told us now what has occurred so fine what 
has been done so far by the Canadian Pacific before us to 
which you are objecting, 

MR, O'DONNELL: The Canadian Pacific has indi- 
cated, in my respectful view, that our capital structure 
revision is tied into a situation that entails them, I 
say it is not; that is all, 

COMMISSIONER ANGUS: Yesterday the Canadian Pacific 
advanced a standard of just and reasonable rates that in 2 
sense was not related to your capital structure, 

MR, O'DONNELL; That is right, 

COMMISSIONER ANGUS: If that standard were accepted, 
your probable income would be much larger than the income 
in relation to which you are making your recommendations, 

MR. O'DONNELL: That is Something that we have 
a divergence of view on, On the record and on the evidence 
to which I shall refer later, our attitude and view is that 
that is not approaching the subject from any point that is 
realistic at all, The figures mentioned by Mr, Northey 
Jones, $47,500,000 and $66,600,000 or $63,000,000, 23s he 
Later put. it at, in our respectful view, 

to make a rate of return that would produce anything like 
that, is something that is so out of realism that we cannct 
see that at all, We simply say this, that our capital 
revision should be considered on its own merits as one 
company's problem that does not affect its competitor or 
anybody else at this point. If we go to the Board of 
Transport Commissioners with this revised capital structure 
and ask to have rates fixed on that, the shipper or the 
Canadian Pacific or anybody else may at that point, say that 
what would give us a rate base on what our capital 


structure . might . be would be quite unfair to them, 
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That may be, But that is a problem that is not before 
this Commission, in my respectful view, 

COMMISSIONER ANGUS: Let us put it this way, 

If the income asked for by the Canadian Pacific which you 
consider fantastic were in fact realistic, would you make 
the same proposals regarding your Capital structure? 

MR. O'DONNELL: Yes, we would make the same 
proposal regarding our capital structure because we say 
the two are not at all related, 

COMMISSIONER ANGUS: You mean your capital structure 
is not related to your probable income? 

MR, O'DONNELL; It is not related to the probable 
income, The income is going to be fixed on the rates as 
established by the Board of Transport Commissioners, 
irrespective, I say, of what our problem today of internal 
housekeeping is, We are entitled to adjust our affairs 
48 a matter between our owners and curselves, and it has 
not anything to do with the rates that we hope to get 
ultimately or can get. 

COMMISSIONER ANGUS: Is not your whole case that 
the fixed charges imposed on you were too great in relation 
to your probable income? 

MR, O'DONNELL: That is right. 

COMMISSIONER ANGUS: If your probable income were 
larger, would they be toc great? 

MR. O'DONNELL; I say that cur fixed charges 
were too great as imposed on us, that they are altogether 
out of line with what anybody else's fixed charges are, 
that they should never have been imposed upon us, that 
the Drayton-Acworth Commission -- 

THE CHAIRMAN: Is that not your point? 

MR, O'DONNELL: That is the point, That is 


the basis that we put the case on, They should never have 
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been imposed on us, It was recommended that the Government 
Should assume the liability for the interest; in fact, the 
Government has had to pay the interest during the years, 

It is a government deur, The Government is the cwner, 

The Gcvernment is the debtor, The Governmt is mereed in 
oat ot and it does not make any difference as far as the 
payment of that interest is concerned,to the Government, 

COMMISSIONER ANGUS: © tas great in relation to 
your probable income? 

MR. O'DONNELL: Too great, income or no income; 
too great on the earning record, 

COMMISSIONER ANGUS: The earning record projected 
into the future? 

MR, O'DONNELL: Yes, and the earning reccra 
experienced through the past, 

COMMISSIONER ANGUS. Suppose there were some great 
economies realized from consolidation, Suppose that your 
net income was caused to rise, Would you still say the 
capital structure was wrong? 

MR. O'DONNELL: I still say that the capital 
structure as set up should be adjusted. It should never 
have been imposed on us, That is the basis of my case, 

At the time of amalgamation those three railroads, bank- 
rupt as they were, would, if they had been privately owned 
and not had the intervention cf the government, been put 
through bankruptcy and the receiver would have procured 

for the properties what they would bring in bankruptcy 
Proceedings, which would have been a whole lot less, In 
fact, the evidence is that the $804,000,000 of interest- 
bearing debt woulda either have been written off or at 

least would have been made equity, and that is our position, 
It should not have been anything more, we say, than equity, 


And in that case the $34,500,000 of interest that the debt 
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were allowed to continue to bear and which have been 
imposed on the Canadian National would nct have been put 
on in the first instance, That is our position, We 
Simply say today to do what? Recommend that there should 
be done what the Drayton-Acworth Commission said should 
be done, adjust the capital structure and remove that 
obligation which should never have been there, That is 
all the problem is in its Simplest terms at this stage, 

THE CHAIRMAN: At the present stage you are simply 
Saying that so long as we are at that part of the problem, 
it is nobody else's business to interfere and ask us not 
to do that? 

MR, O'DONNELL: Yes, that is all I am Saying. 

THE CHAIRMAN: That is to say,that it is nct the 
business of the Canadian Pacific to ask us to Stop and not 
to reduce your capital structure, 

MR. O'DONNELL: Yes; I say that very frankly, 

THE CHAIRMAN: Or to iri del ait to a certain point, 

MR. O'DONNELL: I say that, yes; and in saying that, 
I say this, It is no more their right to dc that with 
respect to us than it would be our right to do that with 
respect to them, 

THE CHAIRMAN: Have they gone that far? 

MR. O'DONNELL: They have gone almost that far, 
They have said "You must not do this unless you provide 
concurrently protection for us;" and I simply say that I em 
not approaching it from the point of view of anything other 
than an adjustment of my own problemsang my own problem 
Tt am entitled, under the direction to the Commission, to 
have the Commission judge on its own merits, 

THE CHAIRMAN: That i8,.80. But suppose it is 

judged on its own merits and everything that you ask 


for is granted -- just suppose that, 
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MR. O'DONNELL: Yes? 

THE CHAIRMAN; Is the other railway not entitled, 
as it has done, to submit to us amendments to legislation 
that it thinks should come along? 

MR. O'DONNELL: If it is from the point of view 
of rate-making, JI am not discussing rate-making, I am 
not getting involved in that at all, 

THE CHAIRMAN; Any legislation, We are talking 
of legislation, That is ail we can do, recommend legis- 
lation, 

MR, O'DONNELL: That is right. 

THE CHAIRMAN: With regard tc any part of the 
Railway Act. 

MR.O'DONNELL: Yes, All I am endeavouring to do 
is to ask the Commission here not to allow its consideration 
of my prcblem to be affected by the consideration of a 
problem which is Somebody else's at another time and place, 
and before another tribunal, Pietu te. 613. 1 Lag Saying, 
Just treat me on the merits of My own case, If I have a 
case, then I ask that it be considered; and if I have a 
case for the adjustment cf my capital structure, then deal 
with it on that basis, 

COMMISSIONER ANGUS: Mr, O'Donnell, would you not 
say your probable future income is part of the merits of 
your case? 

MR, O'DONNELL: I do not think So, necessarily, at 
all. I go back to the inception cof the Canadian Naticnal 
Railway:three bankrupt corporations that could not be 
financed by anybody privately, that had to be taken cver 
by the Government as such, 

COMMISSIONER ANGUS: Suppose you had a commercial 
reorganization, 


MR, O'DONNELL: Yes? 
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COMMISSIONER ANGUS: Of three bankrupt ccrpora- 
tions which were amalgamated, 

MR. O'DONNELL: Yes > 

COMMISSIONER ANGUS: wWoula not the capital structure 
of the new organization be based on the probable income? 

MR. O'DONNELL: It might, But to begin with, 
before the properties can be taken into the new company, they 
would be fixed at a Proper valuation at that time. That is 
my point, At the time the C.N.R. was put together, the 
properties were taken in at the full value which was inflated 
and away out of line, and it has never been adjusted; and it 
had all that accumulation of old securities and the interest 
charges that went with a0 That was never adjusted, It 
Should have been adjusted, 

COMMISSIONER ANGUS: I agree, but are they not two 
separate questions? One is, what cught your capital 
structure to have been twenty-five years ago and the other 
is what is the desirable capital structure today, taking 
into account all existing circumstances, You are going 
to speak of the second question, are you not? 

MR. O'DONNELL: TI am going to show that when it 
is adjusted, the position will be such and So; and that it 
is not out of line ana that it is not unreasonable, I am 
saying that we have proven, we think, through the years of 
operation, that what we are asking for is a minimum; that 
we have had these deficits year in and year out charged 
against us, being virtually an excessive interest charge 
that we should never have had imposed on us; that if you 
take this out of the picture we have a fair chance of not 
having to report deficits, Some years we have a chance 
of reporting surpluses ; maybe other years we will be 
Teporting deficits, depending on what the business trend 
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brains that the Canadian National Railway has available to 
it, its experts, its board of directors and the Test, it 
Says that is what it thinks should result; and the 
Commission will weigh the evidence, It says if it gets 
the adjustment asked for it hopes to be able to get along 
withcut these deficits, 

COMMISSIONER ANGUS: Are you not asking us to 
take the experience of those intervening years into 
account for the purpose of forecasting your future income?: 
Is not that of significance? If those years happen to 
be lean years and for Special reasons, then the forecast 
would be influenced by that fact? 

MR. O'DONNELL: We have lean, we have fat; we 
have war and we have peace, We have the whole gamut 
of experimce roughly in the twenty-seven years there, and 
the Commission will have to take all those facts into 
account, There is no question about that. As far as 
we are concerned, we have the evidence as to what we 
think the future will be in cur company's operation and 
what it can do; and on those facts we put the problem 
before you and say that what we are asking to be done is 
reasonable, and that it should be done and also -- and I 
will get back to what precipitated this discussion -- I 
Say at this stage it is Something that is between our 
owners and ourselves, that the Commission has been set 
up to look into it;and then there is this. 

Let me put it this way. If we were a privately cwned 
company -- 

THE CHAIRMAN: Pardon me a moment, Are you 
going to go on with this question of whetherthe C,.P.R, 
comes into your case? I think you can put that aside 
for just now. 


MR. O'DONNELL; All right, I just had one 
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observation to make on that, even if you give us the 
relief we are asking for, that does not settle the 
C.P.R's problem, The C.P.R's problem is altogether apart 
from that, The C.P,R, can only finance on its theory 

on the basis of selling stock at par, Whether we 
adjust our books or not is not going to help them, 

THE CHAIRMAN: I do not think this is the time 
for that argument at all. 

MR. O'DONNELL; All right. 

THE CHAIRMAN: You had better go on with your 
own case. 

MR, O'DONNELL; All right. I merely went in there, 
my lord, because I thought the question was directed to me, 
I simply say this,°an@ I should like to put this on the 
record, I make this distinction between the organization 
of an enterprise from the capital structure point of view 
and approaching the matter from the rate-making point of 
view. I say that the situation is clearly pointed up 
by the quotation from the judgment of Mr, Justice 
BrandeiS in that case of the Group of Institutional 
Investors et al v, Chicago, Milwaukee, St, Paul and 
Pacific Railroad, 318 U.S, Reports, 523, at 540, which 
will be found referreg to at page 20417 of the record, 
There the learned judge, you will remember, said that 
"value" is a word of many meanings, He also said: 
ag eee th gathers its meaning in a particular 
Situation from the purpose for which a valuation 
is being made, Thus, the question in a 
valuation for rate-making is how much a utility 
will be allowed to earn. The basic question 
in a valuation for reorganization purposes is 
how much the enterprise in all probability 
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That is what we are putting before the Com- 
mission, We say in all probability we can earn so much, 
and that in the light of that we are asking that our 


capital charges be adjusted accordingly. 


(Page 23815 follows) 
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In so far as Canadian National's case before 
this Commission is dealt with, it is only with this latter 
aspect that we are dealing, and we are not here with any 
request for a valuation for rate-making purposes; and I 
think the distinction was further made in the exchange 
of questions and answers between you, Mr. Chairman, and 
counsel for New Brunswick in volume 126 at pages 
22766-67. 

THE CHAIRMAN: What was that? 

MR O'DONNELL: Well, my lord, you directed 
questions to Mr. Barry concerning the matter of yardstick 
-- I had better read it; 

"THE CHAIRMAN: Just a moment, what you are say- 
ing there seems to be important. You say that it 
could be possible, after the C.N.R. capital structure 
is revised, to put it in a comparative position, 
(whatever that means) that it would be found that the 
C.N.R. cost of Operation was less, in which event it 
would be unreasonable to accept a higher operative 
cost railway as the yard-stick. What would you do 
with the higher Operative cost railway? 

MR BARRY: They would Just have to get more 
efficient and cut down their cost of Operation. 
Assuming the railways to be in comparative position 
as to railway property investment and taking account 
of income tax differences to be paid by the C.P.R., 
that it may be founda that the C.N.R.'s cost of 
Operation will be less. 

~THE CHAIRMAN: The comparative position, you 
mean is comparative as to capital structure? 

MR BARRY; Railway property investment, and 
making due allowance for income tax and taxation and 


things which the C.N.R. does not have to pay and the 
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C.P.R. does have to. 

THE CHAIRMAN: Then if “you have two railways 
then the cost of Operation of one (of course they would 
not be exactly the same), one ig higher than the 
other -~ to take the needs of the lesser one? 

MR BARRY: Yes, Bivy it une country could not 
afford to maintain the higher one." 

However, that, as I Say -- and I will leave it 
at that -- has to deal with the situation when it gets to 
the rate-making body. 

Now, for a proper understanding of the problem 
of the Canadian National concerning its financial diffi- 
culties, one must have on mind sk Submit, the historical 
and statistical data which have been set forth in the 
main brief in some considerable detail. It is not my 
purpose to take the time of the Commission in reviewing 
the data at this point. The detailed story of the manner 
in which the Canadian National's excessive Capital debt 
burden accrued will be found in the brief at pages 12 to 
72. We take the Situation as it is at the present time 
and demonstrate to the Commission the extent of the 
excessive capital debt burden of which the Canadian 
National complains today and for which it Seeks adjustment 
and relief. 

Now, the excessive debt burden of the system .e. 
in our view, $1,533 million. 

THE CHAIRMAN: You are not Overlooking, are you, 
the particular wording of this clause (c), that is, the 
advisability of establishing and maintaining the fixed 
charges of the Canadian National Railway on a basis com- 
parable to other major railways in North America? 

MR O'DONNELL: No, I do not think so, my lord. 

I have ‘that ‘in mind, and I will come to that later. 
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The excessive Capital debt burden, I Bay, of the 
System is, according to our view, $1,533 million. That is 
the fixed charges, and they, we Say, are attributable to 
certain characteristics which are readily discernible. 
They tac large extent flow from the circumstances under 
which the system itself was created, and I wish to mention 
them briefly at this point, as I intend to discuss each 
one of them Shortly. 

The first one, and by far the most important 
portion of this excessive capital debt burden, igs 
attributable to the fact that all the outstanding 
securities of the three privately-owned railways, to all 
intents and purposes insolvent at the time they were 
brought into the System, were imposed upon the System. 
These Securities, consisting of interest-bearing obliga- 
tions of $804 million, and carrying with them fixed charges 
in excess of $35 million per annum, should, as I Said a few 
moments ago, have - been entirely written off or at least 
reduced to a non-fixed interest or equity basis. 

The second factor going to make up this burden 
is the physical condition of the railways themselves, 
which, run-down and semi-finished as they were, contributed 
likewise to the excessive burden, in that it was necessary 
for the System to Spend substantial sums of money for 
improvements which did not add to the earning power of the 
System. 

Thirdly, in addition, since the Systems had 
previously been in active competition one with the other, 
and since they were to be Operated as one, substantial 
expenditures were required to bring about co-ordination. 

Fourthly, a considerable additional burden was 
imposed on the System by reason of moneys expended by it 


in connection with the operation of the Canadian Government 
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Railways as part. of the System. 

Fifthly, through the cost of acquisition and 
rehabilitation of a number of unremunerative lines which 
from time to time the Government in the national interest 
acquired and caused to be incorporated in the national 
system, the income account of the Canadian National has 
been very adversely affected, and as the years have gone 
along the burden has not been lessened. 

Then recently, through the entrustment of the 
Newfoundland Railway and Steamship services and the 
Temiscouata R ilway, the burdens have been increased. 

Seventhly, large amounts of capital have, more- 
over, been expended on the development of branch lines, 
determined upon to foster the national interest by the 
issue of interest-bearing obligations, whereas the Canadian 
National contends a Substantial portion of the cost 
Should have been provided in the form of equity financing. 

Now, the excessive burden resulting from these 
items which I have mentioned amounts to $1,533, and it is 
that which we submit Should be adjusted and which we 
submit should never have been saddled upon the railway in 
the beginning. It has borne these burdens for a long time, 
and, while many*people have said that the burden is 
excessive through the years, no one has ever done anything 
about it, and it is that that we now ask relief for. 

It will be remembered, my lord, that evidence 
was given as to the items constituting the total burden 
of $1,533 million by Mr. Gordon. 

| I might just say at this point that in so far as 
we are concerned we regard the matters with which we are 
dealing as questions of fact and of opinion based on fact, 
and in the circumstances I propose, with the consent of the 


Commission, to read such parts of the evidence as I consider 
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pertinent. It is now some time since the evidence was 

put in, and that would serve to refresh our memories of 

it and also to have the various bits and pieces throughout 
the record assembled more or less in one place, which will 
permit of easy reference and which I hope may be of 
assistance to the Commission during its ‘deliberations. 

COMMISSIONER INNIS: You do not think any 
difference can be made between these items? 

MR O'DONNELL: Which, Dr. Innis? 

COMMISSIONER INNIS: Well, the interest-bearing 
obligations of $804 million, perhaps one can concede that 
that has a Special status. It seems to me that an item 
Such as co-ordination costs is one on which you have 
expended money to improve the property, and it seems to me 
it is in a rather different category. 

MR O'DONNELL: Well, as to that, I would like 
to put the evidence egain before you in as fair shape as 
I can, and from then we will have to deal with it. Each 
one of them does stand on its own particular set of facts, 
and they are different items approached from a different 
point of view. 

So that the Commission in following the items 
will have as little trouble as possible, I thought it might 
be helpful if we had a tabulation of the items made, 
and it might be of convenience if we had the transcript 


writer just put it into the transcript at this point. 


(Tabulation follows on page 23820) 
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CANADIAN NATIONAL RAILWAYS 
ne a SAL EWALO 


DETAILS OF CAPITAL DEBT BURDEN OF $1,533,000, 000 


Ay Interest-bearing obligations 
assumed with acquisition of 


insolvent railways $ 804,000,000 
B, Run-down and semi-finished 
Condition of property 100,000,000 


C. Co-ordination Costs 
Co-ordination costs proper ¢ 40,000,000 


Maintenance and operation 
costs 250,000,000 290,000,000 


D, Canadian Government Railwavs 
nent, Naliways 


Additions and 
betterments $ 28,543,105 


Rolling stock 80,749,534 
$109 ,292,639 
(Rounded off) 110,000,000 
Pension Fund 25,000,000 135,000,000 
E, Effect of acquisition of 
unremunerative lines in 


national interest 


ie) * COE Or acquisition: 


Inverness Rly 375,000 
Kent Northern 60,000 
Gaspe Lines 3,500,000 


St.John & Quebec 6,000,000 


Quebec, Mtl.& Sn, 51920; 361 


25855 361. 
Cost of 


rehabilitation: 1,911, 438 
$ 17,766,799 
(Rounded off) 18,000,000 


2. Increased operating expenses 
in connection with above linesl2,000,000 


3. Newfoundland Railway and 


Steamship Services 134,000,000 
4, Temiscouata Railway 6,000,000 170,000,000 
F, Effect of Development Lines 34 000,000 


TOTAL $ 1,533,000,000 
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MR O'DONNELL; I have assembled on this tabula- 
tion the various details of capital debt burden going to 
make up the $1,533 million, and it is to assist the Com- 
mission and to permit more readily of following the 
evidence that I intend to refer to, that I have had this 
done. 

The first item there, item A, is "Interest- 
bearing obligations assumed with acquisition of insolvent 
railways: ." 

THE CHAIRMAN: Does that include all the obliga- 
tions in the hands of the public? 

MR O'DONNELL; Yes; those are the obligations 
which were assumed at the time the insolvent railways were 
taken over, | 

Now, as to the interest-bearing obligations, Mr, 
Gordon told the Commission that the Canadian Northern and 
the Grand Trunk Railway Systems were acquired by the Govern- 
ment in the national interest as going concerns, without 
having been put through bankruptcy proceedings, and that 2s 
a result the C nadian National at its inception was burdened 
with interest-bearing debt to the extent of $804 million. 

In the circumstances which prevailed when these systems 

were acquired, the fact that they were without the hope of 
attracting any private capital whatsoever, that their 
earning capacity was without promise, and hundreds of 
millions would have to be invested to take care of deferred 
maintenance, necessary improvements and co-ordination costs, 
Mr. Gordon stated that it Seemed reasonable that the entire 
amount of these interest-bearing obligations which I men- 
tioned a moment ago should be converted into equity capital. 

The testimony of Mr. Gordon was fully supported, 

I submit, by detailed information given concerning this 


matter by Mr. Cooper and Mr. Fairweather. Mr. Cooper's 
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testimony on this point will be found in volume 98 at 
pages 18469 and 18476, and again in volume 99 between 
pages 18525 and 18535. He produced Exhibits 218 anq 219 
Substantiating his corroboration of Mr. Gordon's statement 
that the $804,503,144 of interest-bearing debt had been 
imposed upon the Canadian National at its inception in 
1923. Mr. Cooper identified the Obligations which were 
comprised in the said amount of interest-bearing debt., 
indicating the extent to which there were obligations of 
the Grand Trunk Railway Company of Canada, the Canadian 
Northern Railway or the Grand Trunk Pacific Railway 
(p. 18472), pointing out that in some instances the said 
Obligations had been on a contingent basis, and that 
following the acquisition and amalgamation they were 
through the action of the Government converted into 
obligatory charges. 
When under Cross-examination by Mr. MacPherson, 
Mr. Cooper, speaking of this $804 million of Obligatory 
interest-bearing charges, said (vol. 101, pp. 18850-1): 
"Based on the past earning record of those 
companies" .- 
Grand Trunk and Canadian Northern Systems and the Grand 
Trunk Pacifie -- 
"I think that Substantially all of it should have been 
written.off. " 
And again: 
‘When I said written off, I perhaps should have been 
a little more precise and Said that it should have 
been converted into equity capital instead of being 
continued as Fixed charge capital." 
Further; 


"T would Say the debt would have been changed into 


equity capital." 
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Numerous other exhibits, the Commission will 
remember, were produced by Mr. Cooper during his testi- 
mony -- for instance, the Lovibond judgment, indicating 
the bankrupt condition and the financial difficulties of 
the companies -- and I will not detain the Commission 
longer concerning the evidence on this point. I submit 
that Mr. Cooper's testimony is beyond dispute, and, 
incidentally, I point out that it was not questioned. 

Mr. Fairweather, who is very familiar with the 
circumstances which prevailed at the time of the acquisi- 
tion by the Government of C-nada of the Canadian Northern 
and the Grand Trunk Railway Systems, in volume 103) as 
page 19107, said in part: 

" @ « 6 T was one of those who had the responsibility 
of preparing the case for the Government on the 
acquisition of the Grand Trunk, and through the Grand 
Trunk I had knowledge of the Grand Trunk Pacific, and 
t was naturally interested in the Canadian Northern 
as being a part of the general picture at the time. 

No one who had access to the facts could come to 

any other conclusion except that these railways were 

in a hopeless condition. Their credit was exhausted, 
they had only been kept in Operation by means of 
Government loans, and the general condition of their 
property was run down. The business outlook was none 
too good. They had large capital needs, their earnings 
were insufficient to carry the burden of their existing 
debt, so that it was hopeless of them to try to finance 
edditions and betterments which were essential to 
protect their competitive position. They were at the 
end of their tether, and they were in a state of 
virtual bankruptcy." 


In supporting the foregoing I would like to refer 
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the Commission to the Statement of the Hon. Mr. Cc. Ds 
Howe, then Minister of Transport, when he appeared before 
the Standing Committee on Railways and Shipping owned and 
operated by the Government, on February 18, 1937. sr. 


Howe said in part; 


(Page 23824 follows) 
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"It is relevant at this time to make 
reference to the fact that the So-called 
‘publicly owned! portion of the National 
System was constituted in the first instance 
only by the Canadian Government Railways. 
The corporate portion of the present National 
System represented by the old Grand Trunk, 
the Grand Trunk Pacific and the Canadian 
Northern became "publicly owned! when ag 
private corporations they had reached the 
Stage of financial embarrassment, if not 
complete bankruptcy. In view of the fact 
that these corporations did not pass through 
bankruptcy proceedings the present National 
System accounts reflect the accumulated 
errors of the past without the advantages 
that would have accrued to the National 
System as now constituted had the privately 
Owned roads been subjected to the usual 
processes of capital adjustments arising 
out of bankruptcy proceedings. The Canadian 
National System was born in insolvency. 

This fact, I think, calls for consideration 
by those unfavourable to the capital adjust- 
ment because of the fear that the record of 
the relative merits of so-called ‘public 
ownership! and 'private' railway operation 
would be disturbed if the C.N.R. balance 
Sheet were adjusted to a basis of present- 


day realities," 


THE CHAIRMAN: When was that statement made? 
MR. O'DONNELL: That is -in 1937. Now, it is 
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interesting to note, as I was Saying yesterday - - 

THE CHAIRMAN: Pardon me, that was a statement 
made in the House of Commons? 

MR. O'DONNELL: Yes, my lord, 

THE CHAIRMAN: When? 

MR. O'DONNELL: In 1937, on 18th February, in 
the debate on the Capital Revision Bill at that time. 

I said yesterday that it was interesting to note that 
while the majority of the Drayton-Acworth Commission had 
Said in recommendation 23 (which I read before but I 
would just like at this point to have it on the record 
again): - 

"We do not recommend that the Grand 

Trunk, Grand Trunk Pacific and Canadian 
Northern be allowed to g0 into the hands of 
a receiver," 
They made this other recommendation » No. 28:- 
"We recommend that the Government 
assume responsibility to the Dominion Rail- 
way Company for the interest on the existing 
securities of the transferred companies." 
They obviously never intended, in my submission, 
that the new company should have the accumulated debts 
of the past with their heavy interest charges; and I 
Say that even as of today recommendation 28 still 
remains ‘to be implemented in the way that it was intended 
by these Commissioners, 

It should be pointed out that the statement 
that I have just read as made by Mr. Howe was made 
during a brief outline of the provisions: of Bill 12 
Which ultimately became the Capital Revision Act of 
1937. The adjustments provided by that Bill, Mr. Howe 
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"Confined itself to the relationship 
between the Government and the Railway and 
does not deal, in any way with the funded 
debt of the Railway in the hands of the pub- 
io,” 

In connection with this matter, the Commission 
will remember that Mr. Cooper in Vol, (99 at pp. 18556-7, 
testified and made it Clear that the matter of the adjust- 
ment at that time did not go far enough. The adjustment 
at that time, the Commission will remember, related only 
to a write-down of capital stocks and the old debentures, 

THE CHAIRMAN: Far enough to do what? 

MR. O'DONNELL: Pardon? 

THE CHAIRMAN: Mr, Cooper said that the revision 
did not go far enough, and I want to know, far enough 
to do what? 

MR. O'DONNELL: It didn't deal with the problem 
that we are placing before the Commission at this time, 
that is what it means. It dealt with the deficits which 
had been capitalized and interest on those deficits 
which should not have been put into the amounts which 
were taken down, and also there was a@ write-down of 
capital stock by current reductions of the property 
accounts at that time. But the accounts eliminated 
any connection with losses having to do only with 
Sums lost in operation and accruals of interest, nothing 
to do with what I am talking about. I am talking about 
the problem of excessive capital debt, the problem 
as originally constituted through the taking into the 
company of the $804 million which had nothing to do 
with that particularly. 

This subject, that is, the debts of the 
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former bankrupt companies is dealt with in the report 
of the Senate Committee of May 11, 1939, at page 490 
when the following appears: - 

"The submissions to the Committee have 
been of great value and interest to the 
members and have served to enlighten the 
country at lar ge upon this very important 
question. As a result of the inquiry it is 
possible that the Canadian people have ac- 
quired another view, possibly a totally 
different view, as to what our national 
railway property stands for in the life of 
the Canadian people. To many it has no 
doubt seemed that our national railways 
have peen, as it were, a drag on Canadian 
progress because of the deficits. 

To many Canadians it will doubtless be news 
that the Canadian National Railways have no 
operating loss and that the Geficits, about 
which so much has been heard and which ad - 
mittedly have such a serious effect upon our 
national finances, pertain entirely to in- 
terest charges due public investors and 
relate for the most part to former 
privately-owned lines which the Government 
took over and continued in operation in the 
national interest. It is important also 

to bear in mind that the interest referred 
to is guaranteed by the Government of Canada 
and is a continuing obligation regardless 

of what disposition be made of the 


National lines," 
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THE CHAIRMAN: Did they make any recommendation? 

MR. O'DONNELL: Not in that connection at that 
time. 

THE CHAIRMAN: In any connection? 

MR. O'DONNELL: No, not with respect to this 
problem that I am referring to at all, my lord. They 
reviewed the situation concerning agreed charges and 
@ number of other things. The Committee was set up to 
inquire into the best means of relieving the country 
from the extremely serious railway situation. 

THE CHAIRMAN: What is the date of that? 

MR. O'DONNELL: That is May ti, AG39. 

COMMISSIONER INNIS: That was to relieve the 
country, not the railways? 

MR. O'DONNELL: That is right, to relieve the 
country, not the railways; and the heading on the 
appointment of the Committee reads: - 

"To inquire into and report upon the best 

means of reliewing the country from its 

extremely serious railway situation and the 

financial burden consequent thereto." 
but not to relieve the rallways, as Dr. Innis has said. 
According to that Committee the Government in the final 
analysis has guaranteed the debts and they are a con- 
tinuing obligation regardless of what disposition has 
been made of the National lines. So that we simply 
Say they should not be in our bookkeeping at all; 
and that to claiify our bookkeeping and allow us to 
report a truer picture of the result of operations, 
these things should be taken out and be put where they 
Should have been put in the original instance. 

THE CHAIRMAN: When you say the Government 


has guaranteed the debts, what debts do you mean? 
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MR. O'DONNELL: This $804 million ana anything 
that iss-"% 
THE CHAIRMAN: How much of that is left really 


aS a debt owing by the Government, $580 million, isn't 


MR. O'DONNELL: That is in the hands of the 
public, yes, $584 million. 

THE CHAIRMAN: The rest the Government owes 
itself ? 

MR. O'DONNELL: Yes, the Government has $760 
million odd of these bonds in its hands, but the railway 
is asked to pay the interest on the bonds, and when the 


railway does not earn the interest it gets a vote 


solemnly from the Government to take care of these things. 


So that really, as your lordship says, the Government 

is the owner of the bonds, the Government is entitled 
to the interest, and the Yovernment has to find the 
interest. And, as the Senate Committee said, it doesn't 
make a bit of difference, it is a continuing obligation 
regardless of what disposition be made of the National 
lines. 

THE CHAIRMAN: Your case looks Simple when put 
that way. 

MR. O'DONNELL: It is simple. 

THE CHAIRMAN: Yes, but how do you construe 
this reference to us? Let me make it to you. We are 
asked to advise whether or not the fixed charges of your 
company should be established and maintained on a basis 
comparable to other major railways in North America. 

MR. O'DONNELL: Yes, my lord. 

THE CHAIRMAN: Have you taken the trouble to 
investigate the fixed charges of other major railways 


in North America? 
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MR. O'DONNELL: Yes, I think, my lord, with 
respect, that we have done that. In the main Brief 
we did give quite some detail on that. 

THE CHAIRMAN: Do you think that what you are 
asking us to do is no more than to put you on a basis 
which would cause you to become reasonably comparable? 

MR. O'DONNELL: We think So, yes. 

THE CHAIRMAN: And you give in your Brief, you 
name the companies with which you wish to be made com- 
parable? 

MR. O'DONNELL: We point to a number of railways. 

THE CHAIRMAN: Including Canadian Pacific? 

MR. O'DONNELL: Including Canadian Pacific, 

We point to a number of Specific American Railroads. 

We say, however, that possibly the best way to look at 

the American railroads is to take them as a class, because 

there are those with very high charges and those with 

very low charges. We say, take them as a class or 

pick out five of the biggest railways ;bhet are most 

comparable so far as we can find. Compare us even with 

the Canadian Pacific. Look at us in any way you please: 
in any aspect at all 

we are out of line,/that is the position . 

THE CHAIRMAN: Are you asking merely to be 
put in line with these companies? 

MR. O'DONNELL: That is what we Say, yes, 
and we also say this, that apart from that aspect of 
it there are these lines(and this problem is peculiar 
to our road) operating in the national interest which 
makes us have another type of headache, and that is 
Something as well to look at. But we say insofar as 
fixed charges are concerned, if this relief be granted 
to us as requested, that we are comparable insofar as 


comparability can be achieved, reasonably comparable. 
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We say that it will have the result of letting us live 
the strong, dynamic, healthy, ~ vigorous life that 

our friends have spoken of on Several occasions, and 

to which we think we are entitled. That was the original 
view when this company was set up. 

COMMISSIONER ANGUS: Mp. O'Donnell, wouldn't 
you want this relief whether it were comparable or not? 

MR. O'DONNELL: Absolutely. 

COMMISSIONER ANGUS: I mean, is comparability 
the -essence of the matter, or is it really that the 
individual and unique situation makes it desirable? 

MR. O'DONNELL: I think we can make out a 
case either way. We can Say on the basis of comparability 
we are definitely out of line, and on the basis of our 
capital structure requirements we are entitled to an 
adjustment by reason of those facts we are talking of. 

THE CHAIRMAN: If we were to grant you every- 
thing for which you ask, that wouldn't necessarily 
make you incomparable, would it? 

MR. O'DONNELL: I don't think BO, except 
insofar as service is concerned, and we will take a 


Step at that. 


COMMISSIONER INNIS: But you always have 
been in that matter? 
MR. O'DONNELL: Always have been. 
COMMISSIONER ANGUS: The Commission is asked 
to say whether comparability is desirable. 
MR. O'DONNELL: That is right. 
COMMISSIONER ANGUS: Is it really omparing 
like with like or is it comparing something that is 
unique on this continent with others which are basically 


different? 
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MR. O'DONNELL: There are some aspects of our 
Operations that are unique, that is true. There are 
other aspects which are the Same as those of all railroads 
Operating. I think there one must read that direction 
in the Order-in-Council in a broad and reasonable way, 
and that that is an indication of one aspect that your 
Commission might consider in determining what revision 
there should be of the capital structure, 

COMMISSIONER ANGUS: Do you take it that way, 
or do you take it that the question in the Order-in- 
Council is really directed to us to say that comparability 
is desirable? 

MR. O'DONNELL: No, I don't take it that way 
at all. I take it that you are asked to review this 
problem. It has been a contentious one through the years; 
it has been one which, as I can cite and will cite, 
any number of people say it should have been disposed 
of a long time ago, Government officials and other bodies. 
Tam simply saying that the Government has Said: “Let 
us settle this problem, let us see what there I8 Ar 2, 
We may have a prejudiced point of view in some respects. 
At any rate, we will refer this to a tribunal to look 
at it so that we get the broadest approach to it. We 
Say, review the capital structure of the Canadian National 
Railways on the advisability or otherwise of Canadian 
National being on a basis comparable to other major 
railways in North America." 

THE CHAIRMAN: Those are very important 
words, you know, 

MR. O'DONNELL: I know that. I Say we have 
a case on that aspect of it, and we hope that when you 


have reviewed it you will so recommend in accordance wtth. 
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our po snaait 

COMMISSIONER INNIS: As to the problem of 
comparability, have you every tried to imagine what 
would have happened if it had gone through receivership, 
as to what the difference in the capital structure 
would have been? All /‘merican railroads, I suppose, 
without exception have gone through the wringers once 
or twice or several times. 

MR. O'DONNELL: Yes. 

COMMISSIONER INNIS: And one would get a 
comparable position, one would at least try to imagine 
what might have happened if they had gone through. 

MR. O'DONNELL: What we say is this, we say 
that at this time, 23 years after the event, it is very 
difficult to know exactly what the result at that time 
would have been. So we say that all we can do is to 
bring the best business assessment, business judgment 
in the matter to bear on it and say what the position 
was then and, endeavouring to rectify it today, what 
should el done then and what is reasonable today. 
That is the approach we take to the problem, We cannot 
approach it with mathematical exactitude as to he amount 
at which Canadian Northern property should have been 
taken in or the Grand Trunk Pacific or anything else. 

We say: Here we are faced with that over-all problem 
today, If as a private company we had purchased them 
from the receiver in 1923, we would not have paid anything 


like the price they are put on our books. 


(Page 23834 follows) 
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COMMISSIONER INNIS: I wos wondering just whet 
YOU would have peid? 

MR. O'DONNELL: That is Something which, as I 
Say, I cannot with methematicoal cxectitude determine but 
éll we do Say is this - the problem being what is was, 
we sey the best compromise - ond that is 211 we can do 
With it~ heving essessed the price we cannot assess it 
ot whet we think is reasonable to 211 concerned end thet 
is the way we epprooch the thing, 

COMMISSIONER INNIS: I was wondering if you were 
not asking too much with it 311? 

MR. O'DONNELL: We ere not esking thot it be oLiK 
I am Seying it should have been ell, We heve a elsim we soy-- 

THE CHAIRMAN: Where is the page where you get 
out your comparison with other railweys? 

MR. O'DONNELL: [I intend to come to that 3 little 
later, Mr, Cheirmen., You Soy, Dr. Innis, "Arentt you asking 
too much in asking for it 2112" _ Sey we are not esking 
POR eet yaa. today. 

THE CHAIRMAN: Ali of what? 

MR. O'DONNELL: The abolition of it all. We say 
the $804 million Should never have been imposed on us ond 
we have e claim for one billion five hundred and thirty-three 
million on the tabulation we have put before you this morn- 
ing. We say that is whet the claim is but when we come to 
the proposal as made by Mr. Gordon thet we will compromise 
ond settle for $1,060 million, Theat is the situstion end 
oll these factors come into play, they cre assessed end they 
are velued and the Monagement and the Boord of Directors say 
"Well, that Cl-im bette what it is, if relief to the extent 
of $1,060 million is ellowed, we will consider thet 2s feir 
under the circumstonces", ‘hot is the best judgment we con 
make of it and to tryend cast one's view back to 1923 


is very difficult but we agree on thet right -ywiy and we 
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Soy we ere trying td come forvcrd with something which 
in all the circumstences is fair to all p'rties. 

COMMISSIONER INNIS: Supposing you were buying 

it today, what would you pay for the railroad? 

Mr. O'DONNELL: Buying it today, I do not know, 
Thet is something else, 

COMMISSIONER INNIS: You have set the smount as 
the final price you are putting on it? 

MR. O'DONNELL: I am not in 2 position to sell, 
if thet is whet you ere asking, but we sare saying simply 
this - this claim has been oa long outstending one. We 
have never acquiesced in its having been put on us and we 
think it should be odjusted and we think if it is adjusted 
it is not going to hurt anybody end it is going to help 
us. It does not effect our owner and it is a matter betwedn 
our owners end ourselves. 

COMMISSIONER ANGUS: On the question of comperability, 
fi, ODonnelhl Te this rignt’ ~thet af comparability would 
not heve been illegal then it is advisable end if it will be 
it will not be advisable? 

MR. O'DONNELL: Unless you want me to embark 
on thet now I heve lined it up in enother way and I would 
rather like to put before you what we say the claim is ond 
then I propcse to show what the proposal means to the results 
thet would be achieved in our view and to discuss compara- 
bility at that time. If I can be allowed to do that - I 
know we will have to enswer that question but + for the 
purpose ofthe record I would like first to cover the items 
on the tabulation and then try to dispose of whotever 
questions ere put to me with respect to that other problem 
which I know is one we have to discuss. 

Iwas just ending my remarks, I think on the 


first item on thet tabulation, thet is, item A, and I submit - 
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oh, there was one other citation, I think, that I might 

heve read from the report of the Senate Committee on 

the llth of May, 1939. The Committee further Soid: 

"The Committee was impressed with the 

large measure of public service rendered by the 
Conadian National Railways in the interests of 
pioneering ena development, the cost of which is 
included in the deficits referred to. These 
Services sre of great value in the economic develop- 
ment of the country, but cannot be Operated at a 
profit from the purely railway Standpoint. It is 
felt that it woulda be disastrous policy to attempt 
to eliminate railway deficits by the withdrawal of 
essential railway facilities," 

We, according to the Senate Committee at least 
ere acknowledged to'be operating lines in the public interest 
which cannot be operated ot e profit and those ere some of 
the lines which we will refer to in this tabulation, 

In leaving thot item A, I submit very respectfully 
that the incontrovertible evidence is thst the $804 million 
of interest bearing debt was wrongly imposed on the Canadian 
National at its inception end I point out thot thst has not 
before this Commission been questioned. by yny Svidencée thot 
was led. It has been established and hes not been controvert- 
ed, 

Now, as to the secona item B, the run down sand 
Semi-finished condition of property for which the Cansdian 
National feels it has 3 claim thet it essesses at $100 million, 
this second item of excessite« capital burden concerning 
which Mr, Gordon testified in Vol. 98 p. 18380 is an item 
of $100 million Spent for "necessary improvemerts to the 
Piceawes which did not add to the eernigg power of the system", 
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It will be remembered thot Mr. Gordon testified -- 

THE CHAIRMAN: Which have not you say? 

MR. O'DONNELL: Which heave not added to the 
earning power of the System - "necessary improvements 
to the property which dia not add to the earning power 
of the System", The evidence es to that Le this. it 
will be remembered that Mr, Gordon testified that the 
privatcly-owned properties when taken over were badly 
run down, end in the case of the Canedian Northern connot 
be seid to have been property completed end equipped, 
While large amounts were expended on rehabilitation end 
construction prior to 1923, @ grect deal still remained 
to be done to toke esre of the Situation on the lines of 
the Censdian Northern ond the Grank Trunk Roilway Systems 
at the time of consolidation. 

COMMISSIONER INNIS: Any division as between them, 

MR. O'DONNELL: Yeo, Ithink I hove. 

COMMISSIONER INNIS: Between the Cenadian Northern 
end the Grand Trunk? 

MR. O'DONNELL: Yes, we have that evidence, I 
think, 

Based upon the authority of statements in the 
report of the Drayton-Acworth Commission and upon the 
Grand Trunk Arbitration Awerd (Vol. 98, p. 18478), Mr, 
Cooper stated that he felt the figure of $100 millions, 
which represented necessory improvements to the property, 
which did not add to the carning power of the System is 


"somewhat of an understatement", 
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The detailed description of the vest sums which had to be 
Spent in respect of the Grend Trunk System were reod unto 
the record by Mr, Cooper at pp.18489-90, at pege 18494 
Mr. Cooper made reference to the run down condition of the 
Cenedion Northern Reilwey, the Grand Trunk Pacific end 
Said that "something Should be added with respect to the 
Cenedion Government Reoilweys," 

The Following question end ongwer appesring at 
page 18496 Strikingly summarizes Mr. Cooper's view of this 
item ena entirely COrroborates Mr, Gordon's estimates: 

It is exactly the estimate of the Comp-ny 
prepered by its officers and personnel who have 
been with us for many years end as every president 
of every compeny does he gets the reports from the 
experts who have deteiled information," 

I read that question end answer: 

"Mr , Cooper, from what you have just told the 
Commission, you are Satisfied that the $100 million 
on page 8 in Mr, Gordon's statement is reesonoble as 
representing the mount which was necessorily expended, 
or, rather, which wes expended for necessary im- 
provements to the property which did not sada to the 
carning power of the system? 

A. es. The evidence is, the Grand Trunk needed 
over $50 million; the Cenadian Northern needed $70 
million: We do not know the requirements of the 
Grend Trunk Pacific and the Canadion Government Rail- 


ways, but undoubtedly it would be 2 sizeable figure, 
Sir Joseph Flavelle Seve the figure as Something in 


between $125 million end $175 million for the 
National System. Therefore it seems to me thot $100 


1! 
million is reasoneble and can be accepted, 
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Theat is the evidence of Mr. Cooper. Now, Mr, 
Fairweether'ts testimony concerning this seme Subject, 
that is, the item of $100 million as on estimate of the 
emount of necessary improvements to the property which 
did not edd to the cerning power of the System - is in 
Vol. 103 beginning at pege 19114 ana continuing to page 
19117. Mr. Fairweather described in some detail the 
improvements which hod to be made and the extent of 
their cost. He soid in part at the bottom of pe 19115: 

*S4NNG these properties, when they were taken over, 
were in this condition: either the capital necessary 
to support the earning power was not there, or the 
prior owners, in an attemps to maintoin solvency, 
had diminished the capital assets in their attempt 
to maintoin Solvency, 

So, as 2 result, the Government, when it 
acquired the property, wes in the position ofheving 
to replace or make good this deficiency of capital, 
ond I submit that in that sense this $100 million 
did not add to the earning power," 

And then, at the top of page 19117, Mr. Fairweather seid 
and I quote: 

"Now, 1f you add those items up, you get $120 
million and I think that would indicate the estimate 


of $100 million is 3 reasonable one," 


I did not read sll the other detail that went in support of 


tis 
Now, thet is the evidence of Mr. Cooper and Mr, 
Fairweather and the Statement of Mr. Gordon concerning 
that second item on the tabulation, item (b). 
COMMISSIONER INNIS: It is awfully difficult to 
think of $120 million being spent without adding to the 


earning power, 
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MR. O'DONNELL: That may be,,Dr. Innis, but the 
only evidence you have before you is the evidence of the 
people who live with the problem, know the problem end who 
Zeve their testimony here 88 to what the total wes. We 
ere dealing in fnormous figures. These railways, every 
time one looks st a statement it is in SLX or eight or nine 
figures and there is no question about it that those are 
large figures and Mr. Fairweather S8eys, and you will remember 
he has been with this railroad for nearly forty years -~ with 
this railroad and predecessor companies and he Says: "phat 
eRe Nc and Mr. Cooper gives the figure in his evidence 
and says: "There it ig" end they have said "these improve- 
ments do not add to the cerning power of the System". They 
could have run ee railroad humpty- -dumpty without doing it 
but it did not ada to the earning power of the road, 

COMMISSIONER INNIS: That would be very difficult 
to defend? 

MR. O'DONNELL: That may be, Dr. Innis, but the 
only evidence you have is thet. It is a blunt statement 
and nobody cross-examined Mr, Cooper or Mr. Fairweather 
about it. 

COMMISSIONER ANGUS: Answering Dr. Innis's question 
8 few minutes 3880 38S to what the railway was worth woulda seem 
to be that it was $100 million less than nothing. 

MR. O'DONNELL: That 311 depends on whether you 
are the buyer or Seller but as to this particular item, the 
evidence is there and there is no other evidence, 


--Recess, (Page 23844 follows). 
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---After Recess: 


THE CHAIRMAN; Very well, Mr, O'Donnell, 

MR, O'DONNELL: May it please the Commission, 
I now come to the thirg item on that tabulation that 
I gave the Commission earlier this morning, the item C, 
Co-ordination Costs, You will note that that divides 
into two branches, Co-ordination Costs provides an 
item of $40 million and maintenance and operation cost, 
$250 million, and the total of that particular item, 
Co-ordination Costs, under that heading is $290 million, 
we contend in excess of the pep ttel Sener This item 
was mentioned by Mr, Gordon, 

THE CHAIRMAN: Pardon me a moment, As to the 
word "co-ordination", 1t is co-ordination of what? 

MR, O'DONNELL: That is merely a description I 
have put on the item here for the purpose of following it, 
I think that as your lordship hears the argument, it 
will be quite clear, 

Mr, Gordon, inVolume 98, at page 18381 to 
18382 states: 

"The Canadian National management following 

consolidation was faced with the co-ordinatim 
of the previously competing systems," 

THE CHAIRMAN: Oh, yes, I understnad, 

MR, O'DONNELL: I continue to quote; 

"Co-ordination, it is estimated, has required 
the expenditure of $40,000,000 for main-line 
connections, belt lines and terminal re- 
arrangements, notwithstanding which, the 
property falls considerably short of having 

a proper location of main lines in relation 
to branch lines and cof terminals in relation 


to its traffic pattern which would have been 
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secured had the property been designed and 
constructed as an entity. 

"The System has more mileage than is 
functionally necessary to meet its require- 
ments, The excess mileage has been reduced 
to some extent by abandonment of duplicating 
facilities where this could be done without 
injuty to the national economy, this 
applies to those instances where the dupli- 
cating facilities were located So closely 
together that one of the lines would serve 
all needs of the community. Generally, 
however, this is not the case and the lines 
which are functionally duplicate as main 
lines also serve the local needs of the 
communities through which they run, The 
practice in such cases was to choose the 
better line as the main line and to continue 


the other in service as a secondary line," 


THE CHAIRMAN: That all cost $40 million, Is 
that it? 
MR. O'DONNELL: Yes, That is the item that 
is covered yeie million, Then I go on: 
"There are 3820 miles of line on the 
Canadian National which were originally 
Constructed as main line and which in the 
process of co-ordination have been reduced 
to Secondary lines, 
"The maintenance and operation of 
these lines is a burden upon the System, 
even when allowance is made for their use 
&@8 secondary and branch lines," 


That is the second branch of this item, 
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"The maintenance and operation of these 
lines 1s a burden upon the System, even when 
allowance is made for their use as secondary 
and branch lines, This burden on revenues 
Should be taken into account in considering 
the capital structure of the System, 

"It is estimated that the burden con- 
Stitutes an operating disability in excess of 
$8,000,000 annually or an equivalentcapital 
disability of $250,000,000, which in a sense 
is, and for convenience might be described as 
negative capital, This amount, together 
with the money expended upon co-ordination 
projects, totals $290,000,000," 

The attention of Mr, Cooper was directed to 
this item; and in Volume 98, at page 18497 this question 
and answer appear: 

"Q. What can you Say to the figure of 

$40 million which is there mentioned, Mr, Cooper? 

"A, That is a figure that Mr, Fairweather 
will deal with, I know that the railway did 
Spend considerable amounts for projects of 
this nature, Obviously when four railway 
Systems are joined together connections have 
to be made, joint terminals rearranged, motive 
power and car repair facilities made suitable 
for operation, May I direct the attention of 
the Commission to what is said regarding this 
Subject at pages 20 and 21 of the main brief, 
From what is said there, there seems little 
doubt the figure of $40 million is a conser- 


vative estimate," 


The extract from the main brief, Exhibit 214, to 
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which Mr, Cooper directed the attention of the Commission, 
appears on the same page -- that is, page 18497 -- anda 
reads as follows: 
"To co-ordinate the four separate and 
in some respects competing railways into one 
unified system necessitated large expenditures, 
both on capital and revenue account, The 
work comprised the building of connecting lines 
and cut-offs to permit a more economical routing 
of traffic, and joint use of terminals, stations, 
offices and other facilities, Grade reductions 
were undertaken, terminals were enlarged and 
modernized, some sections of the railway were 
double-tracked, heavier rail laid, bridges, 
trestles and culverts strengthened or replaced 
with permanent work, Much ballasting had to 
be undertaken and a start was made on the use 
of treated ties, Additional rolling stock was 
acquired and in addition many units were rebuilt, 
reinforced and improved, Much of the work had 
been done during the period of Government econ- 
trol but much still remained to be done, On 
a railway with 21,850 road or first main track 
miles in operation, employing well over 100,000 
people, owning thousands of locomotives, freight 
cars and passenger cars, it is understahdable 
that large sums of money were involved, 
"The Chairman: Now, that explains the 
$40 million, 
"Mr, O'Donnell: Yes, my lord, 
THE CHAIRMAN; That was twice that I asked the 
same question, 


MR, O'DONNELL; You may have asked the same 
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question; that is right, 

COMMISSIONER INNIS: How much of that was for 
the Long Lac cut-off? 

MR, O'DONNELL: I think some of 10 is, 

COMMISSIONER INNIS: You do not know how much? 

MR. O'DONNELL: No, I do not know how much, 

COMMISSIONER INNIS: It will come out later, 

MR, O'DONNELL: Yes, We have some further 
testimony here, 

THE CHAIRMAN: You say you have had to spend 
$40 million cn this and now you have to run it? 

MR, O'DONNELL: That is right, 

THE CHAIRMAN: At a disability, that is, you 
pay out $8 million a year, What do you want us to do 
about that? 

MR. O'DONNELL: We Suggest that your considera- 
tion should be given to that, and that a recommendation 
Should ensue that that part of our problem, treated as 
part of the whole problem, should be settled cn the basis 
we propose, whereby this $1,533 million cf capital debt 
burden which we Say 1S excessive and that we should not 

have to pay, should be settled on the basis of the 
proposal that we have put forward; that compromise basis, 

THE CHAIRMAN: What would become of the 
$290 million figure you have here? 

MR. O'DONNELL: That would be merged in the 
settlement, It is only a component part of the total 
of $1,535 million which we propose to settle, on a 
Compromise basis, for $1,060 million, 

In Volume 103, beginning at page 19117,Mr, 
Fairweather discusses the figure of $40 million regarding 
co-ordination costs, He listed a number of miscel- 


janeous items conce?ning which he said at page 19120: 
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"A. They all ada up to $40,000,000. 
Actually, I added them up and it made 
$40,300,000. But I rounded it cut to 
$40,000,000," 

As the Commission will remember, the matter of 
Co-ordination Costs was commented upon by the Duff Com- 
mission at page 13, paragraphs 29 to 31, and I may say 
that this is under the heading "Administration, Canadian 
National Railways, 1923-1931". 

age bo As will be seen from the preceding 

outline of their development, the Canadian 
National and the Canedian Pacific railway systems 
were established under wholly different con- 
ditions, In comparing the. results of 

the cperations of the two companies this im- 
portant difference should at all times be kept 

in mind, 

MSO The Canadian Pacific Company has 
been developed as a Single, unified system, 
The mileage added has been complementary to 
existing mileage, 

"31° * The Canadian National Railway, on 

the other hand, represents for the most part 

the consolidation cf lines that were construc- 

ted by private companies and which were, in 

many respects, competitive systems, Then there 
came tc be included within the consolidated system 
extensive track mileages which are duplications, 
This applies not only to the main line, but to 
branch lines, In short, while the mileage of 

the Canadian Pacific has been complementary, 

the Canadian National System, developed under 


different conditions, has been handicapped by 
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any mileage of non-complement ary lines, and 
the elimination of these duplications has yet 
to be accomplishea," 

Mr, Fairweather gave extensive testimony, I 
Submit, corroborating Mr, Gordon's statement: 

eed the Property falls considerably short 
of having a proper location cf main lines in 
relation to branch lines ana of terminals in 
relation to its traffic pattern which would 
have been secured had the property been de- 
Signed and constructed as an entity." 
That quotation is to be found inVolume 98, page 18381, 

Then in Volume 103, at page 19120, he Says in 
part; 

"So this co-ordination action is not 

complete, 

"It has been handled by the management 
a8 prudently Eriasreens as they knew how, with 
the object of minimizing costs and of maximizing 
the benefits, But it is a program which will 
have to continue," 

The situation was very graphically, I submit, put 
before the Commission by Mr, Fairweather when he produced 
and explained Exhibit 258, which was filed at page 19121, 
Volume 103. -- a map Showing the main lines of the Canadian 
Naticnal, the duplicate main lines which were built by 
predecessor companies, but which under Canadian National 
management have been relegated to secondary status; and 
branch lines, 

Mr, Fairweather proceeded to explain the cperating 
disabilities resulting from the effects of the sy stem 
inherent in the attempt to co-ordinate the previously 


competing systems, He commented at page 19127: 
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ve oe sethis lack of unity, sir, never shakes 
itself down; it is a continuing disability,” 

Mr, Fairweather commented upon the mileage in 
excess of that functionally necessary to meet the system's 
requirements, which is Clearly demonstrated by a further 
map produced by Mr, Fairweather as Exhibit 259, illustrating 
duplication cf Canadian National main line mileage, 

I think the Commission will remember those two 
long maps with the vari-coloured lines on them indicating 
and explaining the testimony which Mr, Fairweather gave in 
connection with them, 

At pages 19133 to 19135 Mr, Fairweather explains 
in detail and conclusively, in my Submission, the operating 
disabilities and adverse financial effects resulting from 
the excessive duplicate mileage in its various aspects, 

At pages 19134 and 19135 he said that these items totalled: 
at as $10, 360,000 according to my figuring, 

And then, to be sure I was on the safe side, 

I took approximately 20% off of that to get 

my figure of $8 million, In my judgment, the 

$8 million is a very conservative figure," 
And then on the next page he said: 

"I certainly feel that $8 million is an 

understatement," 

The said annual operating disabilities of $8 
million, or an equivalent negative capital disability of 
$250 million, when added to the $40 million results in a 
total of $290 million referred to by Mr, Gordon under 
the heading "Co-ordination Seana in Volume 98, 
page 18381. That is the total figure of $290 million 
on the tabulation under the heading "C", | 

I come then to the next item of the tabulation, 


Item "D", the excessive capital debt burden resulting from 
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the operation by the Canadian National Railways of 
the Canadian Government Railways, 

COMMISSIONER INNIS: You make no estimate as to 
what the total continuing burden of the Canadian National 
1s, say, as compared with a line such as the Canadian 


Pacific which is an integrated line, You have given the 


different items ana you have given the total for the 
Canadian National, 
No, 

MR, Q 'DONNELL: / We say that these particular items are 
items that ere different from their items, They have not 
anything relating to this, It is a special problem of ours, 

COMMISSIONER INNIS: What is the total burden 
that is involved? 

MR. O'DONNELL: The total burden on that particular 
item, we submit, is $290 million. The Co-ordination Costs 
themsclves are $40 mi 11 43.6n,, “ARS ekg Sloe et a and 
operation costs, where the cost ape co-ordination/by reason 
of the fact that we have not got the terminal facilities 
where they should be, and that the line is not as efficient - 
ly set up as it would have been had it been originally b 
built as an entity; that we have this continuing 
disability year in ana year out which we capitalize at 
the figure of $250 million, 

COMMISSIONER INNIS: That is what it really comes 
down to, $250 million, what I am thinking of is what 
is the expense which is involved in the items which you 
cannot co-ordinate? 

MR. O'DONNELL: JI think that possibly is part 
of the maintenance and operation costs, We cannot esti- 
mate those any closer than we have got it here, We say 
we were forced to expend in capital expenditures to 
co-ordinate, what we call co-ordination costs, $4o miilion, 


Then we Say that even when we have made that expenditure, we 


be 
; : : ee, ‘ 
Ro agewireh fraoknet os biheamn: ont eat _ 
Ay \s 
sezewl naw, wronmonse : n 1D orf 7 _ 
Sh oo oteattze om eon ack aE seo HOO: : De 


Romp kwat eotBnged onkk ko webmail etsy BR 9. iewot ont Seite : 


Le + 


ae 


7 
bach’ 


hhomet Gat eo dines cabs & lise oer qmog BF A ar 


, 
ron wot oat are hevano donk we ek deriv oftioel ~~ > e 


» ofA s 
FREES Poric cw e Ri. 


erk got Letvo® oct! netis Set woy Sane Sme tt tnoteRtd, : 
fegortew aetbeasd 

> ns 

f . " 


in goth sihwaktraq eregkt tard yes OW \ lll mmod'p . AM ; . 


tom eves yet amet: ated mom? tnenethee. oa sans emett 


BAY ; to getdoay Letoaqe & eh ae PLE at aelesset gait ys 
: ? s 
7 . mebtewt Loted ed ak cath SEE Fs PMOPZE EMA 7 


i, : > : 
| Shevdovsr ek sort? 


Co ben ¥ mivat. - » os ger id “ vy ite. Tory CMOS fi 
xofpokhisg Seat mo meh, kets 2: ir. tdaber REV © , mM 


 eteod aokiealesto-o0 so nokkinn OOS83 @) , Sindee ev madt 
7 wv Gc. od " bt 
% nee = a 2, P © EF Bae i: oS —. 7 * * we 
RERE momotagies Bs ens moet in OFe ote eovio amor? ; 


Hoeeet wWAmoRAemthto~om Fo veo ot esta ,egaoe molsetedo > 
veEttitas) feskatesk ort fog Sor ove ow gad¢é Fost odd To 


dnakoke?o en tom ak ormkht ecid tons Bae .ed ShuO @e yeds eténw 


e 


ssot ever bkgow #b ee qu toe. xl 
gebeebiaoo ete asd ow Sed yekivae mp ee. ILtud 
$0 -detLodtgen ew deibete. two <qey bas at Seog endedsetd 
Oh LE ter 9868 326 oxggh? odd 
2THHE AAWOLASIRMOS - 

miskat we L dec ,aorhbdm 888 ,o% Auod 

: : 

woe dotryw emedt adi + baviowdt ef dobiw eaneqre ert? at 


: - 7 tedoALeso~> . FOES 


daeg at yidreaog ads amidst X »iGhRRO' GO . it o> haa 


“ 


«fiee tome oW ggaoe aoidstogo hae sanenedabors add Ra 7 


> rw > 
: 


gee oW een dl ton ever ow aadt aawoke we ina ont este 
most 
re 


oma ox y 7) 


oF aonudtiaogxe foataee AL De ate ot oi 
oi ke OG ,stago aot dembhton ss Biss. a 
oY , woth negra. : aow ial Y; 

Te 


me te ¢ 


WC 


7 20059) = Mr, O'Donnell 


are faced with the disability of operating and maintaining 
these in excess of what it Should have been if the lines 
had been built as an entity and in accordance with the 
language of the Duff Report, The Duff Report makes it 
clear, and the C.P.R's brief points out, that the C.P.R; 
was built as an integrated entity, and built up of 
Complementary lines, We took over three bankrupt rail- 
roads, We had to join them together, co-ordinate them 
and operate them as one entity in accordance with the 
Drayton-Acworth Commission recommendation, To do that 
we had to expend $40 million originally, and when we have 
got that expenditure made, then we suffer a continuing 
disability year in ana year out because we have not got 
the terminal where it Should be or Something else, 

COMMISSIONER INNIS: That is the disability you 
have told us about? 

MR. O'DONNELL: Yes, 

THE CHAIRMAN: $8 million a year, 

MR. O'DONNELL: Yes; and capitalized at 3%, that 
is, roughly, the $250 million item, 

The next item on the tabulation is Canadian 
Government Railways, I wish to direct the attention of 
the Commissioners tc this matter, The total of this 
item is $135 Million, and it falls conveniently into 
three items: Additions and betterments, $28,543,105, 
and items spent for rolling stock of $80,749,534, rounded 
off at a total of $110 million; and then the pension fund 
for $25 million more, References to the evidence I 
will give will, I think, make these items clear, 

Under this heading the pertinent part of Mr, . 
Gordon's statement -- and it is to be found in Volume 98, 
pages 18382-83 -- reads as follows: 

"The Canadian Government Railways con- 


Stitute ea considerable portion of the Canadian 
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National System, Prior to the formation cf 
the Canadian National System and the entrustment 
to it of the Canadian Government Railways, 
capital for these lines was provided by the 
Government free of interest, During the years 
of administration by Canadian National a change 
wes made and the System has since been burdened 
with interest-bearing capital for additions and 
betterments and for rolling stock, which at the 
present time has accumulated to some $110,000, 000. 
"There is a pension fund, closed to new 
members in 1929, which is applicable tothe Canadian 
Government Railways, This fund is more expensive 
to support than the general pension fund of the 
Canadian National to the extent of an equivalent 
Capital amount of $25,000,000. Taken in con- 
juncticn with the $110,000,000 above mentioned, 
this makes a total of $135,000,000. 

"While attention is directed to this situation --" 
I think that is as far as I need to go with that quotation, 

With reference to these items of $110,000,000 
of interest-bearing capital for additions and betterments 
and for rolling stock, and an equivalent amount of 
$25,000,000 to support the more expensive pension fund 
applicable to the employees of the Canadian Government 
Railways, Mr. Cooper gave testimony which will be found 
in Volume 98, commencing at page 18500 and continuing to 
page 18506, 

Mr, Cooper produced Exhibit 221 which shows the 
capital expenditure made by the Canadian National on the 
Canadian Government Railways since entrustment. 

I think the Commission may remember that exhibit 


which shows the details cf the matter set out there very 
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completely, Mr, Cooper said at page 18501: 

"A, The first item shows additions and 
betterments financed by Canadian National 
Railways in the period 1923 to 1948, amounting 
to $28,543,105, The fourth item shows the 
amount cf rolling stock provided by Canadian 
National for Canadian Government Railways in 
this period, amounting to $80,749,534. Those 
two items together make the $110 million referred 
to in the President's Statement, paragraph 4, 
at page 10," 

And again at page 18505, Mr. Cooper said: 

"I calculate these capital expenditures 
on Canadian Government Railways on which Canadian 
National is now paying interest amount to 
$109, 292,637, This amount of approximately 
$110,000,000 1s exclusive of lines acquired and 
new lines constructed in Canadian Government 
Railway territory, both of which matters aredealt 
with under Sections 5 and 6 of the Submission, 

"It is our view, it has always been our 
view, that Canadian National should not have 
been burdened with interest on Canadian Government 
Railways capital expenditures, That is to say, 
the policy of the Government since confederation, 
Should not have been changed merely because the 
railways were entrusted to the Canadian National 
for management,” 

THE CHAIRMAN: That is Mr, Cooper's statement? 

MR, O'DONNELL: Yes, my lord, | 

COMMISSIONER ANGUS: I suppose that to round the 

picture out you would say that the Canadian Government 


Railways had no earning power, 
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MR, O'DONNELL; Possibly some of them were nct 
expected to earn very considerable, and I-think the 
evidence, as we come along tc it; will show the position 
and justification of the position we take that we should 
not upon having been made the agent of the Government, 
been forced to find the capital and to pay interest on 
it when the Government had always done that during the 
time it operated these railways under the Department of 
Transport, 

In further elaboration cof the Situation I think 
it might be well here to draw the attention of the 
ComMission to the testimony of Mr, Cooper beginning at 
page 18501, which expleins the attitude and gives the 
reasons, Mr, Cooper said: 

"We take the position that we should not 

have been required to pay interest on the 
money spent on capital account for the Crown- 
Owned railways, Prior to 1923 the Government 
Railways never paid interest on its invested 
capital, The railways were owned by the 
Crown, they were operated as a department 

of the Government ana Government practice 

did not allocate the interest on the public 
debt to the various departments of Government, 
For example, interest is not charged against 
the Department of National Defence on the 

cost of ships in Naval Service or the air- 
craft used by the Air Force or the guns and 
other equipment needed by the Army, No 
interest is cherged against Public Works 
Department on the cost of Government -owned 
buildings, including the cne in which we are 
now sitting, The Post Office Department does 
not pay interest on the cost of all the post 
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offices scattered throughout the Country;and so on, 
Nor was it the practice to charge the Transport 
Department interest on the money invested in the 
Intercolonial Railway, the National Transcon- 
tinental Railway, the Quebec Bridge, and things of 
that sort, In 1923 these Government railways 
were entrusted for management and operation to 
the Canadian National, The Canadian National 
is only an agent of the Government for the 
management of the railway. The ownership of 
the railway did not change, Why entrusting 
the mamagement to an agent should make the 
agent responsible for interest which has never 
been charged when the Government itself opera- 
ted the railway, I have never been able to 
understand, " 

THE CHAIRMAN: Who is saying all this? 

MR. O'DONNELL: Mr, Cooper, my lord, He continues: 

"The fact is that for several years after 
entrustment we objected to any interest charge 
and refused to accept such charge even though 
it was debited to us by the Government, What 
happened, however, is Something like this, 
and you will have to take my word for it because 
I do not think the arrangement was ever written 
out. Under the Maritime Freight Rates Act, 
Section 6, there is the direction that the 
&ccounts for the Eastern Lines shall be kept 
Separately from the accounts of the Canadian 
National and that any deficit on the Eastern 
Lines would be voted by Parliament separately 


from the vote for the Canadian National ttself. 
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In consideration for the relief to Canadian 
National which this arrangement afforded -- 

that fF 7e, the ie deficit of the Eastern Lines 
taken out of the System figures -- Sir Henry 
Thornton agreed to finance future capital ex- 
penditures on the Canadian Government Railways, 
However, because of the recommendation in the 

Duff Report, paragraph 48, pages 17-18, and because 
of the views expressed by the members of the 
Parliamentary Committee on Canadian National affairs, 
the accounts for Eastern Lines were reinstated in 
the Accounts of the Railway System, but the quid 
Pro quo,that is, the interest relief, which the 
railway enjoyed before the separation was made, 

was not restored, and the Canadian National was 
left responsible for interest on capital expendi- 


tures on Canadian Government Railways," 


(Page 23860 follows) 
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It is relief from this item of interest, among 
others, that the Canadian National now proposes. 

As to the second item on this tabulation under 
the heeding "D", "Pension Pund", Mr. Cooper also testified, 
and his evidence is very brief and self-explanatory. It 
will be found in volume 99 at pages 18508-9; 

"Q. I would just ask you, Mr. Cooper, if you 
would be good enough to explain that statement, and 
why that pension fund is more expensive to the 
Canadian National than the general pension fund? 

A. The pensions paid under the I.c.R. pension 
fund ere more generous than those paid under the 
main Canadian National pension plan. The two plans 
are different in meny ways and it is difficult to 


meke 2 complete comparison.” 
mp t 


Canadian National plan en employee who meets the 
Service requirements 2nd who has contributed five 

ber cent of his wages since January 1, 1935, is 

assured of = pension equel to one per cent for each 
year of service of his annual earnings in the last 

ten years of service; whereas under the I.C.R. plan he 
would contribute one and 2 half per cent of his wages 
2nd receive a pension equal to one and 2 half per cent 
for each yeer of sérvice of his average annual earnings 
in the last eight years of service. 

The average monthly pension under the Canadian 
National plan, at the end of 1949, is $45.40 whereas 
the average monthly pension being paid to retired 
Cenedian Government Railway employees is $84.61" - 

just ebout double. 


"An actuarie1] yaluation of the I.C.R. and P.E.I. 
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provident fund has been made which shows that the 
liability of the funda for present and future pensions, 
to the extent that such pensions would be paid at the 
expense of the Canadian National, is $59,600,000. 
It is estimated that the actuarial valuation of 
present and future pensions to this same group on a 
Scale of the C.N.R, pension plan, to the extent such 
pensions would be paid at the expense of the 
Canadian National, would be $33,200,000. The differ- 
ence amounts to $26,400,000. To be conservative, 
the estimate in the President's statement was placed 
at $25,000,000." 
Undoubtedly the pension plan on those figures 
of the Canadian Government Reilways is far more costly 
than the pension plan of the Canadian National Railways, 
and the additional capital debt burden which the Canadian 
National Railways has had to assume and bear in virtue of 
that 1s conservatively estimated at $25 million 
COMMISSIONER INNIS: Does that include the 
National Transcontinental, or Just the I.C.R.? 
MR O'DONNELL: I think it is the I.C.R. and the 
P.E.I. I am informed that this applies to employees who 
Started working in the Maritimes on the I.C.R. Now, where 
they are today, where they are working today, cannot be 
Said, but they are entitled to come in under the plan, and 
under that plan they get much more generous benefits 
than if they had just started as Conadian National employees. 
COMMISSIONER INNIS: So it is really pension fund 
i .C sR 
MR O'DONNELL: That is really what it is, and 
P.E.I. That is quite an extensive difference, and by 
weason of being agent for the Government for the operation 


of Canadian Government Railways the National is expected 
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to find the money to pay those’ extremely more costly 
pensions. 

That constitutes the explanation of the item 
under the heading "D. Canadian Government Reilways", 
totalling $135 million. 

The next item on the tabulation is Item E; that 
is the heading "Effect of acquisition of unremunerative 
lines in national interest." That is a total item of 
$170 million to begin with, and it breaks into four 
branches. 

The first is the cost of acquisition of five 
lines of railway that are listed there, which were taken 
over, iC will be remembered, in 1929, and comment is made 


on those in the Durf Report. They are as follows: 


Inverness Rly. $ 375,000 
Kent Northern 60,000 
Gaspe Lines 3,500,000 
St. John & Quebec 6,000,000 
Quebec, Mtl. & Sn. 5920, 361 

25 055.301 


Then there is the cost of rehabilitation of 
those lines; those two items, cost Joanie ine and cost of 
rehabilitation, come to $17,700,000-odd, rounded off at 
$18,000,000. 

Then the second branch of that item, "Increased 
Operating expenses in connection with above lines", 
$12,000,000. 

The third is the item concerning Newfoundland 
R-ilway and Steamship Services, $134 ,000,000. 

The fourth, the Temiscouata Riilway, estimated 
at $6,000,000, and the total is $170,000,000. 

COMMISSIONER INNIS: Why dora't you put the Temis- 


couata up in the other list? 
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MR O'DONNELL: Well, the Temiscouata and the 
Newfoundland, you will remember, Dr. Innis, were acquired 
by the Government and entrusted to us, whereas the others 
Stand in our name. [I think they are in a Slightly differ- 
ent aspect. We got them in two different ways. The 
burden is there, none the less. 

Mr. Gordon testified concerning this particular 
item of excessive Capital burden of $170,000,000 in 
volume 981 at page 18383, where he referred to the charge 
resulting from the acquisition of these unremunerative 
lines in the national interest. 

As I have explained, these items do fall into 
those four branches. [I intend to deal briefly with each 
one of them in turn. 

Concerning the first item, the cost of acquisi- 
tion of these five lines of railway, Mr. Gordon said, in 
volume 98 at page 18383: 

"From time to time the Government has acquired 
and has caused to be incorporated in the National 
System, in the national interest, lines of railway 
which had little or no net earning power in them- 
Selves, which were in a run-down condition and 
required rehabilitation. The Canadian National income 
account was thereby adversely affected. These lines 


are as follows; 


_Cost = Mileage 
Inverness Railway & Coal Co. $ 375,000 60.8 
Kent Northern 60,000 26.8 
Gaspe Lines 3,500,000 a Ae 
St. John & Quebec 6,000,000 158.3 
Quebec, Montreal & Southern 5,920, 361 191.0 


$15,855, 361 639.2 
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COMMISSIONER INNIS: Those were not taken into 
BNE, hn0 eR they were taken directly into the Canadian 
National? 

MR O'DONNELL: That is correct. 

COMMISSIONER INNIS: Even though they were in 
Cape Breton and I.C.R. territory? 

MR O'DONNELL: That is my understanding, yes. 

Continuing reading from Mr. Gordon's testimony; 

"The cost of acquisition and of rehabilitation 

has amounted to about $18,000,000." 

Mr. Cooper confirmed Mr. Gordon's statement, and 
his testimony appears at the top of page 18510 in volume 
99, where he said 

"Our records show the cost of acquisition was, 

as stated, $15,855, 361; and if you include the cost of 
rehabilitation, the cost was $17,766,799." 
And he went on to Say these figures are shown in Exhibit 221. 
That is that exhibit that I showed again; the details are 
listed right on the face of that exhibit. 

Mr. Cooper agreed with the round figure of $18 
million used by Mr. Gordon, and then he Supported the 
figures appearing on the record by referring to paragraph 
60 of the Durr Report, on page 22 of the report, at the top 
of the page, the fourth or fifth sentence: 

ran R929. a further six short railways in Eastern 
Canada were taken over by the Canadian National 
Railways. The total cost of these railways, including 
the amounts Spent on betterments and improvements, 
amounts to approximately $35,000,000." 

The sixth one we are not concerned with; it is 
mentioned in the Duff Report as the Montreal Tram Lines, 
and that is not includled in these figures which form the 


item E on the tabulatison which I have given you. 
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Further reference in the Durr Report is also 
made by Mr, Cooper at page 18512, where the Duff Commission, 
Speaking of the taking over of the five railways referred 
to by Mr. Gordon, said in part; 

"otey Gobubethe commtasion believes that it 

would have been better had the Fovernment 

assumed this burden directly and thus avoided 

Saddling the railways with Capital charges 

and operating expenses resulting from the 

purchase of railways based Solely on a public poliey 2” 

THE CHAIRMAN; What paragraph is that 

MR O'DONNELL: That is part of paragraph 61, the 
concluding words of paragraph 61. 

This matter has been gone into before, but, as the 
Commission will remember, the Duff Commission, while noting 
all these things, Said, "well, the time was not opportune, 
they thought, to rectify the Situation, and there it has 
remained ever since. We submit now that the time has 
2rrived and it should be rectified. 

So much, then, for that first item under this 
item E, 

As to the second item, the $12,000,000, that is, 
increased operating expenses in connection with above lines, 
Set out in the tabulation under the letter E, Mr. Gordon 
Said, in volume 98 at page 18384; 

"Incorporation of these lines in the System increased 
Operating expenses applicable to each by reason of the 
obligation ‘to pay wages at System levels and to assume 
pension l4{abilities, while on the other hand rates for 
transporta.tion Service had to be reduced. The effect 
of these wmhanges was decidedly adverse to the net 
Income of the System and constitutes another example of 


what hag ¥oeen termed negative capital. It is appro- 
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priate therefore to set up negative capital of 
$12,000,000 which, added to the cost of acquisition 
and of rehabilitation totals $30,000,000." 

In explanation of this item of $12,000,000, I 
would refer tho Commission to Mr. Cooper's testimony in 
volume 99, beginning at the bottom of page 18513, where 
he said: | 

"A. I think the figure of $12 million is quite 

conservative. We do not now keep the earnings of 

these railways Separately, but we did so for a 

number of years Subsequent to their acquisition. 

We have a record from 1929 to 1939 but we stopped com- 
piling the figures after 1939 because of the war, because 
we had more important things to do. But I have a 
statement Showing that in the eleven-year period the 
Eross revenues for these five railways amounted to 
$7,177;710 whereas their Operating expenses were 

PLU bpRsOatawnes Havens deficiency of $9,993,870. 
Those figures are exclusive of rent of equipment, 

et cetera. The figure of $9,993,870 averages 

$908,533 per annum which, capitalized at three per cent, 
exceeds $30 million as compared with the figure of 

$12 Million used in the submission. 

Q. That ‘is why you said that in your view the 

$12 million was an understatement? 

Ae aYeoa' 

Now, Mr. Cooper produced Exhibit 222 at page 
18514, a Statement in corroboration of his figure in the 
estimate given by him, Showing net revenue from railway 
Operations 1929-1939, of the five lines acquired by the 


Canadian N-tional to which he referred. 


(Page 23869 follows) 
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That is this Exhibit which lists there again the details 

concerning the five lines, the gross revenue, the operating 

expenses, the net revenue, and it has five Supporting 

Sheets which set the matter out in detail according to the 

books of the company. I submit that Exhibit 222 is 

most clear, and that the Supporting sheet for each of 

the five roads puts the matter beyond peradventure, 
COMMISSIONER INNIS: To all intents and purposes 

they could be under the Same classification as your 

co-ordination account, co-ordination cost, maintenance 

and operation? 


MR. O'DONNELL: Well, the burden is there. 


COMMISSIONER INNIS: It is there in both cases. 

MR. O'DONNELL: We have to Operate the lines 
and there is the situation which prevailed at the time 
we were given them, and the burden of operating them 
Since is unquestioned for the period we have the accounts 
for, Mr. Cooper Says: "Well, it is a very conservative 
figure in the light of the actual figures on record," 
which :establishes in my respectful submission the item 
an Tuy 

Now, the evidence of Mr. Fairweather in turn 
concerning this item, corroberates that of Mr. Gordon 
and Mr. Cooper, and it will be found an Vol 7-163; 
commencing at page 19155. Having explained the 
operating disabilittes and their decided adverse 
effect on the net income of the system, Mr. Fairweather 
gave us his opinion, and this is page 19156:- 

"Q. Now, did you compute the $12 

million negative capital on the basis of 
$400,000 a year? 
"A. No, I disounted the figure of 
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$400,000 by 10% to be on the safe side, and 

used a figure of $360,000 as the adverse 
net effect, which, capitalized at 3%, gave 
me negative capital of $12 million." 

It is on this basis incidentally that Mr, 
Fairweather explained, it was at that time that he ex- 
plained the meaning of the term "negative" as used 
by him and as found in Mr, Gordon's submission. Mr, 
Fairweather said at page 19156:- 

"It is nothing but a Braphic phrase 

expressing the amount of capital that you 
would have to have in reserve to produce 

by its interest return the amount or the dig» 
ability in Operating account that you are 
surfering yy. vyethe ase or negative capital in 
this sense is simply a convenient way of 
evaluating the disabilities, that is: all." 

Then Mr. Cooper in Vol. 100, page 18709-10 
Said in cross-examination by Mr. Covert with regard to 
this term "negative":- 

"It is really the capitalization of an 

annual deficit on the non-remunerative parts 
of the system," 

Now, reference is made to the lines operated 
in the national interest at page 72 of the main Brief 
of the Canadian National formal submission, and in the 
terms that follow, and I quote in part:- 

",....the financial burden carried 

by the Canadian National as a result of the 
losses attendant on the operation of these 
lines in the public interest is enormous 


and entirely beyotd the earning power of 
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the balance of the property. The burden can 

be likened to and for all practical purposes 
constitutes a constant or fixed charge addi- 
tional to that created by the bonded indebted- 
ness," 

THE CHAIRMAN: TI was just going to ask you how 
you would name all these, and I find that is what you 
are doing now; the name you would give to this burden here, 
and you have answered me. You Say that the burden can 
be likened to and for all practical purposes constitutes 
a constant or fixed charge - - 

MR. O'DONNELL: That is right. 

THE CHAIRMAN: Additional -- that is, you mean 
you are put to so much expense? 

MR. O'DONNELL: That is right, and it is just 
aS real an expense as the interest on the funded debt. 
The funded debt is there, that is outside the capital 
burden, it is there and that is - ~ 

THE CHAIRMAN: So you ask us to consider 
this as a fixed charge under the Order-in-Council? 

MR. O'DONNELL: That is right, we say that is 
what it amounts to, 

THE CHAIRMAN: The same as interest? 

MR. O'DONNELL: That is in effect what it is. 
We have to find money to make this disbursement and it 
is a constant continuing fixed charge which is as real 
as if it were provided for under a trust deed and was 
part of the bonded indebtedness as such. We cannot get 
away from that expense: there it is. 

COMMISSIONER INNIS: You use there 3%. 

MR. O'DONNELL: All the time with this 
computation we think it is fair to use 3%, and in some 


cases a rebated figure to be sure that we were °Nthe safe 
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Side and not asking for more than we should. 

I think Mr. Fairweather said each time, for 
instance, this item of $400 million -- he said he com- 
puted the $12 million negative capital on a basis of 
$400,000 a year. I asked him that and he said he dis- 
counted it by 10% and used a figure of $360,000 and made 
the computation on that basis, so that it would not be 
an exaggerated amount. 

Now, I might also, in passing, with respect 
to that aspect of the matter, refer to the statement made 
by counsel for Manitoba in his argument in Vol. 119 at 
page 21450, where he said:- 

"It is recognized that the concept of 

negative capital introduced by the C.N.R. 
may have some merit as a financial device 
to offset losses on uneconomic lines." 
THE CHAIEMAN: Would you please repeat that? 
MR. O'DONNELL: "It is recognized that 
the concept of negative capital introduced 
by the C.N.R. may have some merit as a 
financial device to offset losses on uneco- 
nomic lines," 
We say it is a fixed charge, negative in the way that 
Mr. Fairweather and Mr. Gordon used the term, but equally 
as real and equally as necessary to be met as the positive 
Charges . “provided by the interest on the bonds that 
are covered in the funded debt, 

COMMISSIONER INNIS: Some merit 
the phrasing of rather varying meaning? 

MR. O'DONNELL: Well, it is a matter for this 
tribunal to appreciate, everything being relevant. 

THE CHAIRMAN: Suppose these lines became 


profitable all of a sudden. 


oa wit 

- fekncte oy om 107 2 
Le Gree as 

| Go ome dase ise cheailian “a a 

Beal a us : ae er oe 

=hOn Of fag ai =~ most bin anee te nett = at ined — 

%o gisad s« mo eat ovat egan wotacne Sth i? bed ag i ‘| 

“GES of fitan off aes ted mite Baken I : rete ext 0.008% 

ohalt bes 000,Q0ES Io waNght 8 pase Bre or we tt adeno a 


23 $0n Binow 82 Jady o8 2 aboad dock Ke dobspiveiel ods 


batons Hod StOBBsKS Ms 


| ; 
rm > ahs ae 7 —— _ => a - opin & =) 
ian Foogees mii ,erckageq at ,ceke tgtm IT .wou | i, 
ia » & os cadb ‘ ' An gol il ra a ~ 4 : 
PDE EXAGIZ6LS Sg oF YRI0"4 yretsam. st Jo tosger sedd of . 
f / : 7 
te CEE .£OV ab Ceemunge abd ot edot enon <OT feamvoo YF 


» 


~ hing of gterw .Oc#£S ogaq a 


t 
; 10 Fasoanco sad} tent besfmacsat sk $T" 


- 


A.W. SAM Yd Besghoiwtat fstigas evitegen aia’ 
. o34N20 fagementt s ee tiem emom syed you mt 
eerie ofsoa@ocensy no-ssepok gaestio of 


coy CRON «AMARA amy aa 
tag? box Drea Oo Bh EI” nbd Bune (OG'*O ht 
E “ 


' * - 
eTES SAA ML ae ne, Bin ee Om 09 ee. oF “~~ a Per. - 
WRONG SeT gS ay igte Rar £0 Sqsenoo ory ‘a 
: : 
1s Pane : 2 £0 -Bkeon 2 P eo Ae. , vA a 7 : 
yj a Gh SETAE SS Gi Sig Yau .f M.D ect yd ‘ a 


Cad =~ 92 


7 { "OSI MO. -o085 i Seattc a & ot EvVoDb Le Ge! att a 


= > 
“F 
i} — r i’ veel 
Bs conht simor 
, - ad ra, 
hrf ee cork pee ee Bugs ‘ 7 ; 
Via Caw cay at ovitvousm ,omtads Baxtt = Shoes yre oW 
: on 


ieé hte. Ww RR a ee ~ . - ; 
7 gd RED Fate: « WEE Ms ~ Ch fy SB ik Dr: 9) «Hh, Pere 9 Posy bey wet 


2 
i b->ho. oes —— 2 ie > “~ a ae ; 
| Sy SVLEOQ Sf; Ee ais Se: Gg mar GhPasilT Es vVELs OS Pris fe ef €£ 
is * 7 ; 
a ae Fr. : ck ea i Dee : : 
aa : aba =f ; 2, FOC erat IT: GE boebliv ora" a 7 S9Qttsd 3 
t : : 


a | 


wtdsh bobaw't edd ot Sevewhs oxs 


AEVein amoz Bad WAL a 


we +atasomy BrEknsy ochater as ‘Batse susie add 
| ahhh 10% xodtem oo eh Be RAM siaaoMHOa"O: at ae 


bt 2 4 


wtinevolan, puke Sahay YS ts eachinec! Ate Laws 
SmROed: Baie aeprtt aeegaee, akg 


- 23873 - Mr. O'Donnell 


MR. O'DONNELL: Well, there is that about it. 
That is Something to weigh too, mye present time, 
we say, there is the picture and part of our deficit wbhiph 
Should be, as this Commission and other bodies have said, 
the Senate Committee of 1939, they have all said that 
those lines cannot be Operated profitably. We Say, in 
the circumstances, make some allowance, adjust the 
Situation yy iia you entrust these lines to us for 
management and operation, you don't ask us to go out and 
find the capital to provide the equipment and .pay 
the pension fund and that sort of thing that run into 
Such extensive amounts. 

COMMISSIONER ANGUS: Do you really treat this 
as a fixed charge when you come to compare your fixed 
charges with those of other railways? 

MR. O'DONNELL: Well, that I deal with as 
part of the over-all problem. On the basis of fixed 
charges themselves, you will note in this little tabu- 
lation that I gave you yesterday, is to come ata 
later time. 

THE CHAIRMAN: I thought your answer was 
in the affirmative by what you said. 

MR. O'DONNELL: There is no doubt apous 2 t, 
In this extensive capital burden that we point out of 
$1,533 million, that we propose to settle with on 
what we consider a fair basis by compromising at $1,060 
million - - 

THE CHAIRMAN: sre the companies with 
Which you are comparing yourself in the same position 
as you, at least some of them to some extent? Have 
they also these losses, these unusual losses? 

MR. O'DONNELL: In the full sense we have 


them in our respectful Submission, 
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THE CHAIRMAN: I mean, you have examined it? 

MR. O'DONNELL: Yes, that is our view. The 
only one - - 

THE CHAIRMAN: How many companies have you 
taken into your - - 

MR. O'DONNELL: They are mentioned in the 
Brief. We have taken for instance all the class 1 roads, 
we have referred to them in the main submission, and I 
am going to come to that at a later Stage. But I would 
Just say this, that we have not claimed anything for 
ordinarily thin traffic lines other than those that were 
imposed upon us in the national interest, 

THE CHAIRMAN: I know, 

MR. O'DONNELL: These five lines and Newfoundland 
and Temiscouata, those are the only ones. 

COMMISSIONER ANGUS: I am not so sure that my 
question was quite clear to you. As I understand it, 
you eventually expect to be left with a fixed charge of 
Something like $15 million. Does that figure which was 
mentioned include such items ag the $360,000 a year 
for these unremunerative lines? 

MR. O'DONNELL: Well, the fixed charge we would 
be left with would be the balance of the debt that is 
outstanding in the hands of the public for which they 
have those bonds, 

COMMISSIONER ANGUS: Yes, so that this item 
would not come into that figure at all? 

MR. O'DONNELL: Well, not in that particular 
way. This itemS comes in the computation, the tabkiatign 
that we have here. 

COMMISSIONER ANGUS: For which you should get 
Some consideration. 


MR. O'DONNELL: For which we should get some 
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consideration. We are Suggesting it be settled on the 
compromise basis whereby we take off half a billion 
dollars. 

COMMISSIONER ANGUS: What is it you are going 
to compare the fixed charge with? Is it what you must 
pay on these bonds plus this type of liability? 

MR. O'DONNELL: It is rather difficult for 
me to take that rightat this point and deal with it, and 
if it would be of help I would ask you - - 

THE CHAIRMAN: It is time to adjourn anyhow. 


--At 1:00 p.m. the Commission adjourned until 2:45 
p.m. today. 
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Ottawa, Onterio, 


Wednesdey, May 24, 1950, 


AFTERNOON SESSION 
Se LON 


ARGUMENT BY MR. O'DONNELL (Cont 'd,) 


THE CHAIRMAN: Tf think you were given a question 
to ponder over during the lunch time? 

MR. O'DONNELL: Well, I do not remember that, 

COMMISSIONER ANGUS: I think it wes the one you 
postponed and ssid you were going to give us the answer 
later, 

THE CHAIRMAN: T did not meen to hurry you, 

MR. O'DONNELL: All I had in mind there was that 
on this tebulation I gave you yesterday, item 8 deals with 
all of that and that w3s all I had in mind, 


What I went to do is to show the Commission how 


the claim that we Say exists is made up and whet it consists 


of and then at 4 later point in the argument I @&m going 
to come to that, 

Now, I think that we were speaking of these lines 
which were operated in the netionol interest just at the 
edjournment end I was Just about to say that it would be 
remembered that Mr, Fairweather gave his evidence with 
first hond knowledge of the Situation having made or caused 
to be made under his directions studies on esch of the five 
lines prior to their ecquisition in the first instance end 
et a later date by way of a check and the five lines are 
those listed in item (e) on the tabulation here, 

Now, as to the third item of this group, that 
is, the Newfoundland Railway end Steamship Services, Mr, 
Gordon referred to the recent entrustment to the 
Canadian Nationsl of the Newfoundland Railwey and Steamship 
Services, As to this he ssid in Vol. 98 at p. 18384; 
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VEG 8 onticipated thet the Operetions of the 

Newfoundland Railwey end Steamship Services will 

burden the System income eccount to the extent of 

$4 million yearly. Expressed in terms of negative: 

copitel this amounts to $134 million. Further, 

substentisl emounts of capital Will also be re- 

quired from time to time to improve the property," 

Now, Mr, Cooper gave evidence in Support of Mr, 
Gordon's evidence end his evidence is 8s follows - it 
will be found in Vol, 22. at Dy AO5L Poi Cooper seid: 
"The figure of $4 million is of course 9 forecast, 

We only took the roilwey over on ApPIT 1 © 1946. 

So thet we have only nine months figures in our 

eccounts so far, For the nine months ended 

December 31, 1949, the deficit wes $2,681,210. 

As these figures exclude the worst three months 

of the yeor end ere exclusive of interest on 

the considerable capitel expenditures which I 

understand will be necessary, I should think the 

figure of $4 million is reasonable and cen be 

Supported. Our 1950 Budget, which will be sub- 

mitted to Perlisment this weck, anticipates 3s 

loss on these items of $4 million two hundred 

and fifty-two thousand, five hundred and eighty- 

nine, 

Q. Thet is in the yeer 1950? 

A. Yes) oir, 

Q. And this figure’ of $4 million which Mr, 

Gordon's Stetement set forth is the prospective 

ennuel deficit which it is anticipated may result 

by reason of the teking ye Newfoundland 

Railwey and Steomship Services by the Consdien 
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A. Yes, it is stated conservatively too," 
Now, the views of Mr, George A. Wad Ren wy Ks, 
Chairman of the Board of Directors of the Canadian Pacific 
Railway, I submit, Clearly support the Canadian Nationel's 
contention thet relief from compensation should be afforded 
it in conre ction with the operation of lines of railway 
such ss the Newfoundlend and Temiscouata, 
THE CHAIRMAN: What did he sey which you say 
Supports that? 
MR. O'DONNELL: TI am Just going to come to bby» Be 
Mr. Chairmen, but during his cross examination by Mr, Frawley, 
Mr. Walker was asked 9 question in Vol, 64 at p. 13458, 
In pert, the thing reads; 
"eeeeDO you think that it is good business for the 
morale of the Canadian Nationsl as a corporation, 
or of its employees ag individuals, or for the good 
of those parts of Canada which depend upon the Canadian 
National exclusively, that the rallway should be 
burdened with the defe.cit of the Newfoundland Railway?" 
The pertinent part of Mr, Walker's reply was: "I would not 
relish it if I were 2 Cenodian National Officer. On the 
other hand, you know the Canadian Pacific hes not always 
been governed by geniuses, We have made some bad investments." 
Mr. Foirweether, who has Special knowledge of the 
Newfoundland purchase discussed this item at length. He 
explained the difficulty of the Operation ond he said at 
Vo1., 103 at p,. 19THS » 
"Anyone who knows the Newfoundland Railway end 
Steamship Services first-hand knows thet it is 5 
very essentisl service for Newfoundland. Anyone 
who would also quickly reslize that if you tried 
to collect from the people of Newfoundland enough 


revenuc to pay for those Services the charges would 
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be fentastic as compéered with the charges in the rest 
of Canada, That is the reagon why this heavy deficit 
must be anticipsted, 


The Newfoundland Reilwey is a Nearrow-gsuge roil- 
wey, it traverses a4 very rugged country, where you no 
Sooner climb out of one river valley then you plunge 
down into another, the gredes on the Newfoundland 
Railway sare sbout 23% and I think the curves run up 
to 15 or 16 degrees end the rise and fall (which ig 
@ technical term engineers use to describe the con- 


dition of oa reilwey) is Something out of this world. 


In eddition to the Roilwoy there ig @ Steamship 
Service, coastel Steamship Service, which brings meil 
and merchandise and furnishes pessenger accommodetion 
to the outports, as they are called, elong the 
coest of Newfoundland, I¢ 1s © service which cannot 
conccivably be expected to pay its Way because it 
requires a class of boet to combat the weather which 
is quite out of Proportion to the traffic that would 
be offered, 


For those reosons the unit cost of doing business 
in Newfoygndland T Should surmise would be eosily - oh, 
I would think it would be three times the cost of 
doing business on the mainland. That is why we have 


contemplated e deficit," 


(Poge 23882 follows). 
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Also at page 19160, the following appears: 

"Q. And your estimate there of $4 million 
yearly in round figures, you have capitalized at 3 
ber cent again, as you did before 
A. A. Producing $134 million." 

Now, the fourth item on this tabulation is that 
concerning the Temiscouata Railway. That is an item that 
relates to the Operation of the Temiscouata resulting from 
the recent entrustment of that railway to the Canadian 
National, and it was mentioned by Mr. Gordon. Ag to this 
item he said, in volume 98, at page 18385: 

"The operation of the Temiscouata Railway will 
constitute an additional burden on the Canadian 
National and will adversely affect its net annual 
income to the extent of $180,000, the equivalent of 
$6,000,000 in terms of negative capital." 

This railway was acquired by the Government on 

December 10, 1949, when ratified by Parliament, Chapter 
39, Second Session 1949, Sides be Council P.C. 635, 
dated February 10, 1950, stipulates January 1, 1950, as 
the date of entrustment -- volume 99, page 18518. 

The situation relating to this railway is again 
One with respect to which Mr. Pairweather had first-hand 
knowledge, he having made a Study of it, as you will 
remember, prior to its acquisition by the Government and 
its entrustment for Operation by the Canadien National. 

© page 19161. in: volume 103 Mr. Fairweather said; 

"This, particular line was bought by His Majesty. 
Ths history of this particular line is that it too 
started to run down when revenues were inadequate to 
meet expenses, [ may say that both the Canadian 
National and the Canadian Pacific Railway tempered 


their treatment of this line to keep it afloat, and, 
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notwithstanding that, in the post-war period the 
situation developed where it got into very, very 
Serious difficulty. The Study I made indicates that 
the incorporation of this line into the Canadian 
National System produces about $180,000 a year adverse 
effect. That is after taking into account all of the 
items which I have dealt with in the examples of the 
Gaspe Railway and the Kent Northern Railway, and in 
this case in addition to that the interest on 
rehabilitation, because the rehabilitation cost is 
not shown Separately in the brief, so in this case 
the interest on rehabilitation is included. It 
produces a condition of $180,000 adverse effect; It 
may be of interest to you to know that in this 
particular case the rate reductions amounted to 
$159,000". “f happen to have the figures here." 
COMMISSIONER INNIS: Have you worked out the 
comparable bases for these other lines -- that is to say, 
deficits and then Capitalizing the deficits? 
MR O'DONNELL: The other five all together? 
COMMISSIONER INNIS: Yes. 

MR O'DONNELL: TI think what was done was to take 
the cost of acquisition and then the rehabilitation and 
then work out Separately operating expenses in connection 
with them, and that is the figure of $12 million which is 
in that item 2 under the nesatria’ "Ha, 

COMMISSIONER INNIS: T was wondering whether you 
were getting double counting. 

MR O'DONNELL: I do not think there is double 
counting, because the Newfoundland and Temiscouatea are 
separate altogether; they are apart from those. 

COMMISSIONER INNIS: Yes, they are, but in the 


case of the Temiscouata, as I understand it, you capitalize 
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whatever the deficit is -- $180,000, is it? 

MR O'DONNELL: That igs right. 

COMMISSIONER INNIS: $6 million. 

MR O'DONNELL: yes. 

COMMISSIONER INNIS: Now, if you had similar 
deficits on these other lines -- have you any -figures 
indicating what the deficit is? 

MR O'DONNELL’: The figures are those given by 
Mr. Fairweather, 

COMMISSIONER INNIS: These are cost of acquisition. 

MR O'DONNELL; Yes, and you will notice there 
we have split the cost of acquisition first on that 
tabulation, cost of acquisition and the cost of rehabil- 
itation, then the next item, operating expenses in con- 
nection with above lines, $12 million. It deals with 
that bracket. Now, the other two, Newfoundland and Temis- 
couata, are handled on their own separate basis; they have 
nothing to do with the first five. These last two are on 
their own basis altogether, and have nothing to do with 
the first five. 

COMMISSIONER INNIS: Well, I was wondering, when 
you were totalling them all up together, whether you were 
not using different bases for arriving at your calcula- 
tions, whereas one might try to get the same bases. 

MR O'DONNELL: Well, I think what they have done 
aan TSP instance, they have taken the Newfoundland operation; 
they know what that is, what it has produced in the past 
and what it is doing now, and they make an estimate on 
that. They take the Temiscouata then, and they know what 
that has cost and is costing, and they capitalize that. 
Now, those two are absolutely distinct and apart from the 
other five which are dealt with in the first two items, 
the two headings, and as a matter of fact they are split 
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into three Subjects. The cost of acquisition, Pirst; 1a 
$15.8 million, the cost of rehabilitation $1.9 million, 
and that is rounded off ag a total of $18 million. Then, 
having acquired and rehabilitated them, they have to 
Operate them, and the increased Operating expenses in 
connection with those five are Capitalized at the $12 
million,: .ags explained by the evidence I read into the 
record this morning. I do not think there is any duplica- 
tion there, Dr. Innis’. 
COMMISSIONER INNIS; Well, I would like to look 
INTO weit. 
MR O'DONNELL: Well; I am Satisfied in my own 
mind, anyway, that we have treated those two as distinct 
items. We Just have them relatively recently, and they 
have in no way been computed to form part of the other 
items. 
Now, Mr. Fairweather's computation of the 
adverse net result and the annual amount of $180,000 or 
the equivalent of $6 million negative capital, I submit, 
has not been challenged, and it Stands there on the record 
as representing what the facts are in his view. 
As to the Temiscouata Railway, Mr. Walker 
agreed (vol. 64, p. 13453) that the Board of Directors of 
his company -- I quote his words -- 
"would never have passed a resolution for the taking 
Over of that railway", 

And again: 
"Not as a business proposition, no." 

Mr. Walker also replied in the negative to Mr. 
Frawley's further Question which appears at page 13453: 

"But if you had an Opportunity to take it or not 

to take it, you would not have much difficulty in 


making up your mind?" 
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He certainly was very definite about that. 

Further, again at page 13454, he is asked: 

"Q. How long has it been Since you bought 
another railroad like the Temiscouata? 

A. We have not bought anything at all. 

t. VOL, US Now T put it to you as an experienced 
railroad executive: Do you think it ig good enough 
for -the building up of the morale of the Canadian 
National, or ig it good enough for the building up 
of our country that the feeling should £o abroad that 
the C nadian National is just a catch basin for bank- 
rupt roads? 

A. I think it is quite wrong." 

Again, Mr, Walker's evidence, I respectfully 
submit, fully supports the claim advanced by the Canadian 
National with respect to this item, and the Newfoundland 
item is in the same category as are the five other lines 
which were commented upon by the Duff Report. Undoubtedly, 
a respectfully Submit, compensation, relief, adjustment -- 
call it what you will -- should be recommended with 
respect to these items. 

Now, that covers the item under the letter "E" 
on the tabulation and the various factors which total the 
$170 million. The hexGa-. 

COMMISSIONER INNIS: Coming back to this again, 
this $12 million item, have you a breakdown 2s to the 
different lines and the operating fertetts. i presume, of 
these five lines which go to make this up? 

MR O'DONNELL: Well, you will remember, Dr. Innis, 
that Mr. Cooper said that we had the figures on this 
Exhibit 222 for the eleven years 1929-1939. We have got 
the detailed information there, the red figures on each one 


of them, but from 1939 on when the war broke out they 
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Stopped keeping them. But there is the detail, year by 
year, with respect to each one of those five roads, giving 
Eross revenues, Operating expenses and the net, and showing 
6 continuous deficit on each one of those lines. 

COMMISSIONER INNIS: They work out at $908,000, 
I think you told us. 

MR O'DONNELL; Well, they work at whatever we say 
on the--- 

COMMISSIONER INNIS: { think it was $908,000. 

MR O'DONNELL: Yes; it is capitalized and rounded 
off at $12 million. 

THE CHAIRMAN: Is that Exhibit 2119 

MR O'DONNELL: That is Exhibit 222, my lord. 
Exhibit 221 has reference also to those five lines, and it 
Shows the cost of acquisition and the cost of rehabilita- 
tion. On Exhibit 202] you will see the figure $17,766,799, 
which is the figure shown on that tabulation that I gave 
your lordship this morning under item 1 under the 


letter "RE". 
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Then the details of the operation of those five 
lines are set out in Exhibit 220, Is there anything clse? 

COMMISSIONER INNIS: No, 

MR. O'DONNELL: The next item I should like to 
come to is the item against the letter Rk in the tabulation, 
CfLeot +ex development lines, 

THE CHAIRMAN; That is “under the letter F in 
my copy. 

MR. O'DONNELL: You ere right, my lord, It 
Should be F, It is that item of $34 million. As to the 
excessive Debt Burden upon the Canadian Netionel resulting 
from this item, Mr. Gordon Seid at Vol. 98, p. 18385: 

"Lorge amounts of capital have been spent upon develop- 

ment braneplines, the whole cost of which by necessity 

has been provided by the issue of interest besring ob- 

ligations, whereas in sound financing procedures, a 

Substantial percentage of the cest should have taken 

the form of equity financing. The emounts so expended 

total $85 million, sna if @ minimum of 40% be taken 

as the amount which Should represent equity capitel, 

the capital burden of the Canadian Netionsl is in 

this respect excessive to the extent of $34 million," 
In corroborating this figure, Mr, Cooper referred to p. 41 
of the main brief, Exhibit 214; and his testimony in this 
Connection will be found at page 18520, Vol. 99, in the 
following language: 

"On page 41 of Exhibit 214, you will see the first 

item shows new lines constructed in the period 1923- 

1947 to be $83,754,321, We Spent in the period 

1923 - 1947 $83,754,321 in constructing new lines 

of railwey. In 1948, we spent $1,414,549 in the 
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Page 20, Exhibit Gere Mr! Cooper ssid at pege 18521: 
"I cannot imégine a private rellwey building 85 miles 
of branch lines in this period, Not of the type these 
brench lines are," 
And he gives his opinion,st page 18522; thateat lésst >= 
"4eeeforty per cent of the cepitel expended in the 
development of branch lines Should take the form of 
equity capitel," 
Mr. Fairweather also testified concerning this subject and 
its adverse effect on the Canadian Nat donal, end his evidence 
will be found in Vol, 103 beginning at pege 19163 and 
continuing to page 19172. TI will reagq only 2 short extract, 
He vseys in pert at page 19172: 
"In this $85 million there are amounts with regard to 
lines which in the 1920's were considered os desirable 
in the national interest," 
The excessive Capiteal debt burddn with respect to the total 
amount of $85 million expended on develcpment "lines was 
fixed at $34 million, the sum mentioned both by Mr. Gordon 
3nd Mr, Cooper, 

In connection with this particular item, the 
Commission I think will remember Mr. Norman Suggest 5 
development lines of this kind or development lines generally, 
if they were of a commercial nature - end he hod Some diffi- 
culty in determining which were commercial end which were not 
commercial, and I will come to that later -€ indicated that 
they should be financed in the ordinary way; that is, to secure 
the equity capital through the issue of Securities, But the 
Commission will remember this. In the case of the Conedian 
National, thet is - impossible because under the 
Conadien National Railways Act, the only equity holder cen be 
the government. The government is the only person that can 


have stock in the Cenodian Netional Reilwoays. 
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THE CHAIRMAN: How is that expressed? 
MR. O'DONNELL; Section 5 of the Canadian Nationel 
Railweys Act reads that 

"The Governor in Council may declare that a company shell 
heve capital stock with or without shares, of such 
amount as may from time to time be deemed expedient; and 
(2) all such stock Shall, unless otherwise ordered by 
the Governor in Council, be vested in the Minister of 


Finance on behalf of His Majesty, 


The Canadion National is not in 2 position to offer stock 
on the market ena do the type of finances thot Mr, Norman 
Suggested, 

THE CHAIRMAN: You ‘just read there "unless 
ctherwise orderegq," 

MR. O'DONNELL: Yes yhthet te PeGht, 

THE CHAIRMAN: Con you tell me what Parliament had 
in mind when they put thet "unless" phrase in there? 

MR. O'DONNELL: No, not off hand, 

THE CHAIRMAN: Ts there nothing shown in the debetes? 

MR. O'DONNELL: No, ‘not on that. The intention, 
I presume, was that the Sovernment would be the sole owner of 
these railways and thot they would be Operated es an entity, 
That is the recommendation, 

THE CHAIRMAN: I am asking you about thot phrase, 
Do you see the part of the Sentence beginning with "unless 
otherwise ordereqg"9 

MR. O'DONNELL: Yes, 

THE CHAIRMAN: Would you tell me what force was 
meant to be Siven to that phrese? 

MR. O'DONNELL: I do not think they ever intended 


that there would be public issues, 
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THE CHAIRMAN: Read it agein, 

MR. O'DONNELL: Yes. My offhand suggestion to 
thet would be -- 

THE CHAIRMAN: Would you read it agein? 

MR. O'DONNELL: My suggestion would be thet it 
might be to qualify 2 director oY something of that kind, 

But otherwise the government is to own it. The second pert 
of Section 5, the second beregraph,reads as follows: 

"All such stock Shall, unless otherwise ordered by 
the Governor in Council, be vested in the Minister of 
Finance on behalf of Hig Majesty. 

There were Occasions possibly where they wanted to rest 

it in somebody other then the Minister of Finance to hold it, 
or something of thet kind. That is the only thing thot I 

can think of offhand, But ‘under the Statute it is not in- 
tended that there Should be public issues of Conadian 
National Railways stcek. In the circumstances the Canadian 
Nationol Railway cannot finance-- 

THE CHAIRMAN: As a matter of fact, no Order other- 
wise has ever been made? 

MR. O'DONNELL: I do not think so; None that I 
know of, onywey. And the intention Ls, am Satisfied, that 
the government was to own this company or to operate this 
compeny, or rather the company was to be carried through 
the corporate set up, the stock to be owned by the government 

THE CHAIRMAN: We have thet Act here in this, 
heve we? 

MR. O'DONNELL: Yes, 

THE CHAIRMAN: At what page? 

MR. O'DONNELL: I think it is the first one, It 
is in consolidated form, the first one. It is on the second 


or third poge, 
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THE CHAIRMAN: Ana whet is the section you have 
Just read? 
MR. O'DONNELL: Section 5» my lord. It is chap- 
ter 172 of the Revised Statutes of Canade, 1927. 
THE CHAIRMAN: TI note that the word is boca re mabe 
not "unless*§ Abc GRRERE CR, the wey you have put it: 
"All such Stock, shall until otherwise ordered by 
the Governor in Council be vested in the Minister of 
Finance on behalf of His Majesty", 
MR. O'DONNELL: " Until, "Yes," T read "unless", 
It is "until", 
THE CHAIRMAN: hot would sound es if there was 
an expectation of Somethire else being thought advisable, 
MR. O'DONNELL: It left it open. They may have 
wished to transfer the stock from ,say ,the Minister of Finence 
to the Minister of Transport; I do not know. That may be 
the reason for thet. But in the meantime it is vested in 
the Minister of Finance, 
In connection with that type of thing, end the 
edverse cffect which it has on the Conadian Netional -- 
THE CHAIRMAN: Has there ever been 3 declaration 
made under the first Subsection of scction 57 
MR. O'DONNELL: Hove whot? 
THE CHAIRMAN: A declaration being made. I am 
sorry that I cannot Speak louder, 
MR. O'DONNELL: That is 31] rag 9 oh 
THE CHAIRMAN: The section says: 
"The Governor in Council may declare that the company 
Shall have a copitel Stock, with or without shares, 
to such amount 2s mey from time to time be deemed 
expedient,” 
Have cdifferent declarations been made? Capital 
MR. O'DONNELL: I think et the time of the Revision 
Act there was 9 change in the number of shores and the method. 


(Page 23896 follows), 
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MR. O'DONNELL: [ think at the time of the 
Capital Revision Act there was a change in the number 
of shares and the method - - 

THE CHAIRMAN: By Statute, yes, but I was 
just wondering what the Governor-in-Council -- please 
don't lose time over LG 

MR. O'DONNELL: TI think that summary I 
mentioned to your lordship this morning gives the Story 
very completely, Vol. 109, p. 20026, 

THE CHAIRMAN: Anyhow, this much is Clear, 
isn't it, that all the equity Capital of the company 
is owned by the Government? 

MR. O'DONNELL: That is right, and I was merely 
Saying that to Suggest that we should finance by public 
issues and acquire our equity capital as other companies 
do by issuing Securities, in our case cannot be done, 
and that is why I Suggest -« - 

THE CHAIRMAN: Why do you Say it cannot be 
done? 

MR. O'DONNELL: Because under the Act we are 
not allowed to issue Stock, 

THE CHAIRMAN: You are not allowed 

MR. O'DONNELL: No, but the Governor-in- 
CORNG Tm ce 

THE CHAIRMAN: The Governor-in-Council can 
do something about it. 

MR. O'DONNELL: He may be able to do some thing 
about it but we cannot. 

THE CHAIRMAN: You cannot. 

MR. O'DONNELL: And that is the Short answer 
to Mr. Norman's Suggestion that if you want to finance 
the development lines, issue some stock and procure the 


money outside. It just cannot be done, 


eae 
oie 


ret cartido P ‘alee 
; es PA 
. soph: eae 
2 7 7 , 
My: 0 a 
Q=ttir rorrt VED ae $i: ASN ARBNLE 9 Capi 


O) emda: eect: By: 5 Ps 
a“ ' : 
I. yxangurd, Fold shegtete: ZT . Tao «fim: Le - ; ae 


r oe Se a4 ro St ce im wets +. Taee, 7s 
yYrIosve ed? apv.ita. ailotom ailing: qinaniwl ivey, of Cegiisnem 7 
i 1 : : 7 , ’ 
. . ./ 
x “ i on ie a -_ é P 
7 > Js of « 7) oe 7. ‘ tisa tL ee ~ YIsvy 
' 
7 
= " } ’ * . ads - fe 20 [sr al ‘ : 
e ws r - ew : 1 os a 2 rei3, ow re As Se & Mee LAHQ ay 7 ¢ 
7 , : 
Y ; * = fos “5 ; r ‘ . * 
“eee A eld ~ sab BE pegs A ey > = curh uw oo Mike: } ai 
ays OF Ae fe ia: dee jie ru) ie Sado aD "J 7a Pp ieee ok if [isn ? —hiv. «© z. “. rel 
: 
. 
tab Sp essere ely. a” Vv ry » BP 
; Ee Oo Tiemia Leveu slid: ae Lyra TAY C eP: 
i} : = 
" 
“7 A mal, 5 ? es ns < 
_ Gaz! p saat % me 2 mrt a tas z: 2 ib Ay { FARA 6G WU eet ’ 
. ~~ 
. = 
rs ” j- Ket + >. + + » i] 
Sik oe Vt D-OPee Fy aye & storts wyre Wt » & Ops em ij= ~ deed rire : 
] : 
3 7 wey ey ‘ te " be say bays e S unset 
. RRR Ets : Gh aed sas} ii pee se 2° kala oh Oa ae - 
: @ 
am 7. at Bass - 7 alae i « eo —- awe bs ae Pe « r } 
; <UHOR 9d; TONES, See0 Two Ae .AS browses grtveas yo ob. 
‘ 
; | | 
b Ame eee v: «pie a x 2 . 
ms SUBses- 1.) YW ae PH nh Orie: 
fi : a 
| ‘ ¥ 
7 ee hhh en © er seed. ra >t 62. Peele ota... Stare 
] 1: JORIS : Var Yee Loe Ob ies Pee Liber Get 
i 
; 7 CA ma 
A 5 LEED 
4 i ; 
, + 
ih Pr ae ae ew a 0 el be Behe Ale ( mMLtat lets reh rae: 7 
ORR OW POy> OS CeO CEMSASeG. ii OONG: Ae : 
» - ‘ al 
Cat ate ore > hye nh. de 
} E ue "a ie Sl Sear a J A bs oe et a7 S far iT 
w ae $0 ;, aa soy 2 Were ” 127, Ee . 
WOLTD- dy Sat MOY. + MMe ae 
er. : iTrewmastes crap 
OLE OL EVES EA: catty F£E2 + 9k al hie PEL). a FERS: 
‘ a 
: s 
* 
th > i; 0 
fi hae we LE SPEC 
1 
» 
i] 4 
4 
; ,. " * 7rrh.. Fen - 
a ie Hath op AERIS I DP PEE SD) PERE iC? thie oie Lthy ED. ' 
. | i 
= ¢ be 
» 
of] tf tyods. eatrihenmme cb ou 
: y re 7 
‘gu red pis ; : ss 2. tiie. s+ rey Mo ify at y 
7 he ie oe SAAN RR RD Cia” {rt ; 6a Volt She! Me ai : i ve > 
’ 


i | , Ahh — aid 22 Suods: 


Tonges woxy + MAMALARO i 


yo: Sewer drone sit el tate bay dd aRt00 a yagi 


.*~ P } > ae 
IIUMISe2t 


FTP - 23897 - Mr. O'Donnell 


THE CHAIRMAN: Of course naturally it is the 
owner of the enterprise who would have to take any 
necessary action, and the owner i's in the ordinary case, 
in the ordinary company would be the Shareholders, the 
majority of them. In this case it is the Government 
because it is the only shareholder, 

MR. O'DONNELL: That is right, and the 
Governor-in-Council acts where the Shareholders would 
ordinarily act, under the Statute. But I am Saying 
this, as was pointed out by the Right Honourable Mr. 
Manion in 1932, the effect of that thing is that the 
Canadian National (and I. “quote from his remarks in 
debate at page 2771):- 

"The Canadian National Railways being 

a Government road, has been for many years 
borrowing its money upon bonds, while many 
of the private companies, including Canadian 
Pacific, have been raising the hundreds of 
millions of dollars which they have put 
into the roadbed © ana equipment, by stocks 
of one kind and another. On these stocks, 
fortunately for the privately owned rail- 
ways, they may discontinue, and in some 
cases they have discontinued, the payment 
of dividends; whereas on the bonds of the 
Canadian National Railways, the payment of 
interest to the investing public cannot 

be discontinued without repudiating our 
debt as a Government. " 

That ties in with the situation as we have Lt, 
If we, with the heavy funded indebtedness we have, do 


not meet our interest, ‘we are in a deficit position. 
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On the other hand, the Canadian Pacific, for instance, 
if it does not happen in any given year to earn it, 

it simply does not declare a dividend. I think there is 
a tremendous difference between the two insofar as re- 
flection 1s concerned, I think there is far Leas, asi 
think I put it the other day, far less of a stigma in 
not declaring a dividend than there is in defaulting on 
the interest. 

COMMISSIONER ANGUS: But in . prosperous 
years, doesn't it work the other way round, that you 

are paying less for your capital than the Canadian Pacific 
is? 

MR. O'DONNELL: Well, that may be in some 
respects, but we have to take the good with the bad. If 
you are going to complain that we Bet. Our capital At 
too low a rate, that is something to be thought of when 
the high dividend is being paid. 

COMMISSIONER ANGUS: Wasn't Mr, Fairweather's 
evidence that these lines were not built unless it was 
anticipated that they would repay their full cost? 

MR. O'DONNELL: Ultimately, some of them, yes, 
but over a long period of years, and he said it might 
Sometimes be ten or fifteen years before they do produce. 
I think he wanted to say that they did not build lines 
without any ultimate hope of realizing something on them. 

COMMISSIONER ANGUS: But that was careful 
Calculation? 

MR. O'DONNELL: Absolutely, but it was not 
going to begin to pay the day the road was completed. 

In the meantime the money has to be found, and the only 
way the Canadian National has been able to find it has 


been by paying interest on it. 
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COMMISSIONER INNIS: In that case this is only 
a temporary item, isn't ite 

MR. O'DONNELL: ‘The ones we are talking about 
here are those that have accrued to date, and those 
that we are talking about there. We Say that instead 
of having to find $805 million all of which had to be 
borrowed, that some Proportion of it (and 40% seems 
reasonable on the evidence even of men like Mr, Northey 
Jones and these other people) that 40% should be equity. 
Then some consideration Should be given to the Canadian 
National by reason of the fact that it was all borrowed, 

COMMISSIONER ANGUS: TI fully agree that your 
fixed charges have Sone up unusually fast, but is not 
the counter evidence that your revenue has done so too if 
expectations were realized? 

MR. O'DONNELL: All that has been taken into 
consideration, as I understand tS, 2r) thts proposal, and 
it is on the facts as we know them today and on the past 
record and what we can expect for the future, weighing 
all these things, how it has been with the road in 
forty odd years and the determination of everyone who 
has considered this problem: taking all those into 
consideration, the amount of relief that we need in order 
to give us what we say is a very modest chance to get 
along, is $1,060 million in settlement of this excessive 
Capital debt burden of $1,533 million which we have 
Shown exists on the evidence we have put before the 
Commission , 

COMMISSIONER INNIS: There is no negative capital 
in this $34 million? 

MR. O'DONNELL: No, I don't think -- this is 
the claim on its own facts. We Simply say that having 


been forced to borrow money < 


<3 iis ~ ' 


7 


is 
; fq 


a8, »* - ue tel ine eee ye 
tit et ata? odes Sadd ot 


Tm oy oe AC 
; ode Cae ee 
Fhcds antalis? sic sW geno ia - sdetaiada® = . 
stots Bas .aPAb ¢ bowtoos evedt dart jaya uy) Bik 


Os tks 


wich durods xn five + ons oe dest aU 7 


rc 
= 
av 
-~ 
r 

= 
< 
a 
i 
oy 
© 
= 


sf ot Bal dotdw to wee ao kt ttm eons batt ot ‘gatved to 7 


aon tf eg wits : * 
ansoe ROH box} af Yo wot¥teqerq amor tart <beworred = 
A ae: ot -+ “ , ts ati £ a a-. is Ne aA Bs a om 5 4 ai 
; eotigrouw sIiM adil asm Yo mevs esnobive sie do eldanveses : rs 
7 7 
wiups ed bisode BOY ssf¥ foldcsy aaddo atom Bus sonth 9 | 
= : + 
‘ 5 7 


‘ 
eS ie a." 1 “ A + y be ' aoa 4 <4) « a 
apfibencd odd ot mevin od bruce dottedshisges omoa com? és. 
» 
; 
Gicnie ehctease \ en Live, de eea in oe i Ss aa fark . 
| <bowettod ffe asw tt daddy Foe% odd 16 aobset yd- Lanoisav ‘3 
- ’ 
Ps [ Lae . a Pa sh 2 Pa ds: ‘-< nat a Pe er mi , 
we ~ a a Gch an ddhaas oe Ce * ia rr - 2 F bam . - > ae | a i 
Woy tet? sotge ylfoi i +; SUDA ABMOLSereNGsS 
| ; = ; 
permed ee hel eke ee phe the atg A! 4 pate roe ‘ SS ae 
yom et gud (;7set vifseverny qe saom oven sogasdo Saxtt 
. es ates 2 oa CAR oar to nee ee ae an tage fs, 5 es Ns 4 
tt oog 08 snob asm sunsvoc troy, ted?‘ sonebive. tesaros sas 4 
‘ ¥ . * = 
‘ + ary 
T" 5 + 
silisex. stow enotistooqxe 
| ria ; 
OtnNt wotet moad es do ELA sTESHWOG'O CAM : 
ty i 
=f omy ore eR |. cae a wh pndip weed eo a ae eee <n i ye, 
bose (L[eBogorwg sind of (tt pastexrsbav-t es ~nottesebience 


odw offoyiave to ncticetmrsyob odd bar exuaay bho ydtet : 
odni Seodd fir siigtey simeidorg shay bersbhlanc 9 sed 


mebro ai hoot ow send Yetteon to saudine aft ; attersbtando 


| sy > 7 
“J Ps. ; : ee ge a * 2 Gt oe * R ie . ) 
3 : Ysa o3 somefo Igobcm vravic ef vee ow dadw av oviz ad 


” aa : a . < : OF: a > ES, in coe * 7 be } ‘ ’ 
ONteesoxs etae to Fnemeitdoa mi noliiter CoO. Le ek «parole a 
a 


oved ow dotiw detintn ££e:#2 to nobasa saab fatiqse 


ot ofdtsd tug evad ow sbasbtvs ile srutke swort e 


sig ackéaneded’ | 
tf 


Sitges ovtisgen on at oted?  ietmnet remoreenniloo | fin A 
. ie eT | Riana ag! ends ab 
at aldd -- antdd Sipiop t oH i AseMIORO. Sf ae | an ; 
. udtees tarde a8 planta ow bahrain men Le 


EP Ro Sc imei 
— i». SOG ¥ 
> es ae i - 10d. 


» ~~ 


Dies: 
Fs 


» 


FTP 


- 23900 - Mr. O'Donnell 


COMMISSIONER INNIS: Yes, but you are not 
including any deficits on the lines, capitalizing these 
deficits? 

MR. O'DONNELL: No, no, 

COMMISSIONER INNIS: It 4s Simply a matter of 
Straight borrowing? 

MR. O'DONNELL: We Say that if we had been 
permitted to get money in the equity market, it would 
have been $34 million less than it has cost us today. 

COMMISSIONER INNIS: Have you the figures 
of the amount the Government paid for the Newfoundland 
and Temiscouata Railways? 

MR. O'DONNELL: No, I don't think we have. 

We got the roads from the Government under the entrusting 
Orders, 

COMMISSIONER INNIS: TI was wondering if you 
had them at your fingertips? 

MR. O'DONNELL: I have never seen them; I don't 
know that they have been disclosed to our people. Under 
the Terms of Union I think there is reference to the 
Newfoundland Railway, but I don't know that there is any 
figure given. Our position on that, Dr, Innis, is that 
the Government bought the road under the Terms of Union. 

COMMISSIONER INNIS: TI know, but there is one 
point which is apt to be a little Obscure. One sees 
the Canadian National Situation; one does not see the 
Canadian Government Situation; and unless one had some 
indication as to what interest was being paid on the 
amount which has been paid, one would tend to get a bad 
comparison from the standpoint of the Government. 

MR. O'DONNELL: As far as the railway as a 
railway is concerned, we were giren this railroad: to 


Operate, and it places that burden on us annually. 
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THE CHAIRMAN: You don't know how much the 
Government of Canada paid for it or anything? 

MR. O'DONNELL: I don't personally at this 
time, and I don't mow that it is a matter of public 
record, 

THE CHAIRMAN: No, but it has been handed to 
you as entrusted under that particular section of the Lev, 
would you say? Has it been entrusted, is that so? 

MR. O'DONNELL: It is transferred to us for 
Operation under the Order-in-Council. 

THE CHAIRMAN: I know, but transferred in what 
way? Not transferred the way the Hudson Bay Railway is, 
ony . 

MR. O'DONNELL: No, the Newfoundaand Railway 
Situation is set out in P.C,. 1454 as far ac we: are 
concerned, that is the Order-in-Council of lst a5 gh ie 
1949. 

THE CHAIRMAN: Now, I am asking you, is that 
an order of entrustment? I thought ittwas, 

MR, O'DONNELL: Yes, it is entrusted to us 
for operating purposes, 

THE CHAIRMAN: You remember, in the Act the 
word "entrustment"” is used? 

MR. O'DONNELL: That is rignt. 

THE CHAIRMAN: And it is one of those lines, 
nae 

MR. O'DONNELL: Yes, my lord. 

THE CHAIRMAN: Here then is a line which has 
been entrusted to you. You don't know what it cost 
the Government to acquire it, but you know what it is 
going to cost you to Operate it? 

MR. O'DONNELL: That is it, and we say simply: 


you have put a burden on us in transferring this line, 
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to us of $134 million, and we should be given some con- 
Sideration for it, 

THE CHAIRMAN: Now, Mr, O'Donnell, before you 
S° onany further, just for the Sake of ready reference, 
at the foot of this detailed page of yours where you have 
a total of $1,533 million - - 

MR. O'DONNELL; Yes, my lord, 

THE CHAIRMAN: Just now you stated a new figure 
that would turn out if - - 

MR. O'DONNELL: Yes, that is what I am coming 
to next. We Say that is the claim - - 

THE CHAIRMAN: Just give me the figure. 

MR. O'DONNELL: $1,060 million. 

THE CHAIRMAN: Now, what you are asking for 
would reduce that figure to the new amount, is that it? 

MR, O'DONNELL: That is right. We say the 
total claim is $1,533 million. We Say we have weighed 
it all, looked at the picture as far as we can determine 
to get to what would be a reasonable compromise at this 
very late date. We Say that this thing goes back to 
1923 even and beyond that. There is a $804 million item 
there which in 1923 would have been either written off 
or, at the best, transferred into equity capital, and so on, 
We say that is what we should ask for and expect to 
receive if we got 100% of what we think should be given 
to us. But in the circumstances, if you, the owner, will 
do this, then we will settle it for a total amount of 
$1,060 million, I am coming to that to discuss the 


manner in which we propose that should be done. 


(Page 23903 follows) 
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My friend Mr, Friel points out thot is about 2 
69% discount for cash, I suppose, : 
COMMISSIONER INNIS: How about the Cenadian 
Pacific's discount? Is that 60% too? 
MR. O'DONNELL: I think I hed just soid that 
Mr. Fairweather pointed out thet in the $85 million that 
he referred to in connection with effect of development 
lines that the excess in capital debt burden which res- 
ulted from having to do the finenecing from interest 
besring securities amounted to $34 million end that mekes 
up the total - those items when sdded - a; bjee <wjeetiend 
fon the tabulation, they give o> figure of $1,533,000,000, 
Now, the Commission Will remember that when Mr. 
Gordon had reviewed in detail these various items - that 
+8. Volwc98rp, 18386 he said: 
"This statement evidencing excessive capital burden 
of $1, 533,000,000 (which is in excess of the Fixed 
Charge Debt of Canedion National of some $1,344,000,000) 
Supports the conclusion that an undue portion of the 
capital invested in the Canadian National System is 
represented by interest-bearing securities," 
Now, that is the position es put concerning thot. 
Now, having demonstrated, we Soy, the manner in which the 
Said excessive Capital burden of $1,533 ,000,000 wes con- 
stituted (and I emphasize again that no attack whatsoever 
was made upon that total or upon any of theconstituent 
parts) end having indicated that that is the claim, it 
now behooves us, [ think, to examine the matter, 
THE CHAIRMAN: No sttack by whom? 
MR. O'DONNELL: No one questioned the evidence, 
no one led evidence to contradict the witnesses and there 


is their evidence and thet is the only evidence, 
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COMMISSIONER ANGUS: The taxpayer had no counsel, 

MR. O'DONNELL: The taxpayer had no counsel but 
the Commission had counsel and there were other counsel in 
the room and the taxpayer's counsel would be the Commission 
counsel in this point, I think, Anyway, my submission is 
thet there is the only evidence you have before the Commission 
end it worrants this figure thet we have of $1,533,000,000, 

Now, having indicated that that is the claim Wwe 

now, I think, might examine the method or the measure 
Which the Canadian Nationel submits is required to provide 
edequste relief from the excessive end, we Say, unjustified 
capitol debt burden. 

Now, it will be remembered thet Mr. Gordon said 
thet in his considered opinion, concurred in by the Board 
of Directors, nothire short of the meesures which were put 
forward in the proposal could be deemed adequate treatment 
of the capital Structure of the Canedian National. He said: 

iWon: measure, if put into cffect should enable the 

Canedion National on the averege to meet its fixed 

charges including its interest on funded debt," 
That is page 18388, 

THE CHAIRMAN: Are you now coming to paragraph 6 
on page 2? 

MR. O'DONNELL: I am just ending the summary at 
the bottom of the other pege and I now come to the paragraph 
which your lordship has Just referred to, number 6, 

Now, having shown what the claim is, how then is 
the relationship between the Government and the Conadion 
Notional Pek the Cenadian national carries this un- 
Just burden of $1,533,000,000 of intersst-bearing debt 


to be adjusted between the only two perties concerned in 


be 
wine po “mer ipo woagnquad Sides 


i) ae 


; da gmaven on chet SURES ant nen ay cae 


vided 


oe 
ate SmairoD ufkto ‘ontaw vatby rtd him a Sit oS ar ‘oui 


* a) # LAr os hs 
or . wl ot 7 


stestbems) oft atl lola ". mABsOe etairogtie: sie ea rast: zi 


"a 
: 
Pi 


oral oy sat Skye ‘ehore are a gresttd tei 


«/@0 (900, £62 Le To, ovefl aw Jeng OUBES ety ‘asnarrtsw ot fate ae 
oh4 7 


1 thelo. sit ef Peds Dap bars oitbert “‘aihved wor 


, ‘5 Pe Pe ~~? ‘. % " 4 «qf +. » . 
wd -to Borgen cAY eaaiesxe Griete oieidy a gwen) | 


i, 
* 

- 
< 


¢ *, x oa ’ - * =. _—_ oF = i 
ve 77 of bomiipen ef atvwdve ionotechietbene? od cotdw 
ITived LAY .¥S8 OW iets ovieaoore atte ‘mort Ackles ateupobe 


te «hed toh Lodigqtw 


ry 


: Pad aly > sri pal Sin pr een. i a a ee eerie Pf -FTE 
LORS OPT ... ot Bead peneinogey vd sliiw aL won 


~_- 
e ee eee ey ULE en errs oe ee ahi. ee ; 
‘Brod Sha Wa ml BaeTuonSo ERLE GO. eS theme Ban wt stadt 


nveKom wil to dase igihiten ,eratosntd To 


wea TSN OLY, (Bone 
ah ew eth oy on oe eee ow ote att nf > ihn ae ‘vt, sa nities 7 altel » ; . 
> ADD. oe! VRE Siig ep rer eT) Ost 4a¢ 70  OL0G5 eee a AGIA sag nt yer awa 7 
pt 
Sates; +h Ht Sites mei | res PF r ait * eee ee 1 Pr a 
wim te setuid kes teen “Itt DOs ), SOS “LO eee Stirese hres Da qed Srerss 30 
“{ tea Eee “yi hrrrod Pee UN ee oe ae parce = dus eet 
Wa OSLO Sie DESORS FOS LIY oot Peg he . Oerecen e frit 
> ts . © P . Pak t 
AO: ae i Fr i C35 TVs ru cit et sifo 3 A xe tT nbad § to 9) 
Mae Cee es Aen eT, toh en’ ; ‘ een 5 5 » <a. in 
2090 Bapel mo .Nesustnb et. wetibwiont asy2ento 
i dl 
a - oT ers. » 
«8888 oneq el tent 
- 


© fiostpeted.ot apiece vod 4rov oA. +i AMADANO BH? 
“2S speg ino 
ITEMMGG 0), AM 
-atito soft Tho mecstent ‘ont 
sia prea p28 ‘ 


b ciketnee fiolen onit” 


« a 
° 


how 
as wids selva menakten ne Eoretse ont Hea \ ont 
shish grtbs ced~dmaractek * "20 ON on 0 060 RORY rt eas nabaud 
- . 


th deeesonoo auiteeey ‘omit Eno one Hod toatadhb meee 
' ‘ 


ad -g@tastedices am .wawena ; . seegbeh a ePizZiag whieh ni oraoo 


> 


7 
» 


3 


fn 


- 23905 - Mr. O'Donnell 


the matter - in my respectful view, the Government end 
the Railway? 

The circumstances ectually sre that the railway 
has a claim ageinst the Bovernment for $1 533,000,000 which 
we respectfully suggest has been the major portion which 
has lain there for too long 2 time and should be settled, 
It hes been hanging too long. Everybody who has exomined 
it through the yeers hes said so. The Duff Commission 
acknowledged the point and said that it W8S Over-capitolized 
end it should be adjusted but they said that the time was 
not opportune and we Say that the time is now opportune and 
we say this is the time. This is the first real occasion 
on’which any tribunsl hes been Specifically charged with 
the responsibility of recommending proposals for the solu- 
tion of the finenciecl difficulties of the Canadien National, 

I say much wes said on the Subject over the years, 
One is apt to be confused by whot ere more its apparents, 
than its real complexities, The matter however is simple in 
principle. It can be reduced to the mere Satisfaction of 
the railway's claim against the government by 8 very simple 
transection between these two bodics themselves, 

Now, admittedly it is extremely difficult at this 
time to senalyse with erithmeticsal exactitude and accuracy, 
the figure at which this claim should be settled, owing to 
the lengthy period of time to which it relates. On the 
other hand, for sll precticel purposes, and with equally 
beneficisl results ag if the metter had been studied in 
Sclentific detail, it is possible to strike e reosonably 
Sotisfactory compromise figure. The matter hes, in fact, 
2s is quite epparent from the detailed evidence submitted 
to your Commission by the responsible Executive Officers of 
the Consadian National Railways, been considered very care- 


fully by them snd the Bosrd of Directors. 
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After mature deliberation, the conclusion has 
been reached that it should be disposed of on 93 compromise 
besis and through Mr, Gordon, the Canedian Nationsl has 
Stated that it igs prepered to take en adjustment which 
would involve "payment", so to Speak, by the Government 
to the railway, of $1,060 ,000,000, 

Now, thot is the Way we épprosch it and it is 
Simple as far os we ere concerned, 

THE CHAIRMAN: Do you really think it is the 
realistic woy? You see, here the Government owns the rail- 
way. They ere the sole shercholders of the company that 
Operates 3 railway end in fact it is ssking us what we 
think should best be done with this railway. It asks us 
whether it is advisable to put it on 3 certain besis inso- 


fer as its fixed charges are concerned. You think it is 


realistic to meke it en issue between you and the government, 


that is to say, between the company and its shareholder if 
they were not in the plurel? 

MR. O'DONNELL: Well, I think it is realistic 
for the management of the company to go to a shareholders 
meeting and its Bosrd of Directors to go to a Shareholders 
meeting and soy: "This company is badly in need of ad- 
justment, You, the owners can adjust it end we suggest 
that you do it in order to get it on a reasonable business- 
like besis". Thot is 311 we ere saycng. 

THE CHAIRMAN: You are méking recommendstions 
through us to those who own the roilwey? 

MR. O'DONNELL: Theat is dll, and these who own 
it have Appointed you, my lord, amd the Commission to 
look into this and weight it end sce ‘whether it is right 


or wrong, 
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THE CHAIRMAN: Tf wondered if you should Suggest 
° compromise between you and the Government? 

MR. O'DONNELL: When I sey "compromise" I mean 
this, thet if it were possible to heve the accounts edded 
up to 2 cent -- 

THE CHAIRMAN: I said the word "compromise", I 
Just wented to be sure thet my mind was travelling on the 
right plane, so to Speek. The Government owns this com- 
pany - nobody else, The only other clsimants against 
it ere the Security holders among the public snd your 
company manages and operates this railway which is the 
property of the Government because the Government is the 
only Shareholder, Now then, you are appesring before 
your shsereholders through us ‘‘end you are making a request 
which you think is in the interest ee end of 
the Government, the owner? 

MR. O'DONNELL: We are Saying simply to the owner: 
"You might as well face the fact. Others have said that 
now over the years, thet en adjustment is needed, that. this 
compeny that you have set up to do the job is top heavy 
as far as fixed charges and interest-bearing burdens ere 
conecrned end it should be adjusted", 

Now, that has been seid through the years ond I 
have a number of opinions and remarks by people who were 
actively concerned with the thing st different stages to 
that effect. I intend to put them before the Commission 
end the Commission can weigh them but we have 911 portics 
through the years egreeing that that should be done and 
alweys for some reason or snother it was put off end the 
adventages of having the settlement made and heving the 
thing put on 3 business-like basis have been commented upon 
mony, ‘many timesend we think thet when we come forward 


with this proposal, which, es we sey, is something thet the 
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23909 Mr. O'Donnell 
Government is in a position to do and which, if it chooses, - 
eater aii oy egrce with your lordship it is the owner and 
it may not want to do what the Monegement and the directors 
think should be done but, you see, when this company wos 
set up the intention wes that it was going to be given an 
opportunity to live, to cerry on, to do business in 2 business- 
like way. 
Mr. Arthur Meighen who introduced this bill in 
1919 made these remarks on the 24th of April, 1919 speeking 
of this company: 
"It seems to me to be a very real company. We went 
to make it a real compeny but it will be a very un- 
reel company if one half is to be depertmental and 
one half corporate", 
Thet is another aspect I am speaking to in 3 moment. That 
refers to the fact that Government railways at the time 
were operated by the department. His ides was thet they 
Should be put into the Canadian National as they ultimately 
were, 
"I do think thet while it is true thot this is in 
reolity a Government enterprise, it is equally true 
that we are trying to operete rit as 3 business con- 
cern under cerporete management". 
Now, on the question "s business concern under 
Corporate management" - another very eminent business mon, 
8 lawyer, s man who was the Prime Minster - the Right 
Honourable R, B, Bennett, had this tro sey about this type 
of thing end the adjustment we ore aasking for. He spoke 
in 1933, on Feb, 28th, I think it is.. Mr. Bennett said: 
"Now, what would happen under nmmormal conditions if 
this were 2 private enterprise hmaving defaulted in 


the payment of its obligations? What would happen 
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would be that which took ploce in the case of the 
Grend Trunk Pacific. An epplicsation would be made 
to the Exchequer Court to eppoint e reveiver, the 
Directors would Pess out of existence, the receiver 
would take cherge and would Operate the system for 
the benefit of the bondholders or creditors of the 
road (I em leaving out unimportent words). Under 
normal conditions 2 receiver would be eppointed by 
the Court. But there can be no receiver where you 
have the provinces end the Dominion with their 
guerantees, The Crown cennot default; the Dominion 
end the Provinces must bey or else their credit is 


GONG ear a) 


Under normal conditions the effect of 3 receiver- 
Ship.......is that interest is no longer paid and 
all the revenues are available to rehabilitate the 
System and bring abouts its PCOrPGaniZation..c.rccece 
the Great Milwaukee System went into receivership, 
es did Northern Pacific, the Union Pacific, the 
Sonte Fe, the Webash, and the Chicago and Greet 
Western, All these roads went into the hands 
of receivers and during the period of the 
receivership the Security holders got no interest 
on their money. But you cannot do that in connection 

with our roads because the Provinces have given their 
Susrantee and the Dominion has given its guarantee 
as well ..... the legal necessity, together with the 
powers of controlling management, to bring sbout 
thet equilibrium between income end outlay that is 
the aim of every receiver before 9 reorganization 


takes places," 
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fn - 23909- B Mr. O'Donnell 
He is Simply Saying there that if they had been 
put to bankruptcy ° they would have been estab- 
lished on 3 reesonable basis before they were turned over 
to this new corporation, If that hed been done, we would 
not have had the $800 million of interest-beering debt at 
the outset, 
The Honourable Mr, J. L. Ralston also had remerked 
concerning this type of thing. He gaia: 
"Now, it is absolutely 2 contradiction in terms if you 
telk about remunerative operations with a capitelization 
of $2,286,000,000, There are two ways to securing 
dconomy.....there ere two ways we propose to achieve Lv 
one by forcible cooperation with the competitive rail- 
wey, and the OUNGT i. si 0 tre OY making the railway a de- 
pendent not only of Porlisment but of the public too", 
And he went on to say: 
"I submit (snd this is page 2976 of the Debote at that 
time) - I submit we might just es well decide now 
that the people of Cansds will cut their loss---" 
THE CHAIRMAN: Cut their what? 
MR. O'DONNELL: Cut their loss, 
caeaals wane Th aero ae ere connection with the Cansdien 
National, ond do what slmost every other concern is 
doing, have 9 reorgenization, cut down fixed charges 
and give this rellway a chance to live and pey its woy, 
I have always felt, perticularly when we talked obout 
the change in manegement in the System that thése would 
be the first thing to be done, I cannot conceive how 
you are going to put trustees in charge of this road 
end tell them to run it on the principle laid down in 
Section 16, "remunerative operation" without fixing 
Some decent emount of capital on which the reilway is 


Supposed to pay interest," 
(Page 23910 follows) 
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I have a number Of others along the same line, 
but throughout the years it has been Suggested that this 
thing should be done, and all I am Saying at this point 
is that the Proposal that we now make is one under which 
it can be done easily at this time between the only two 
entities involved 1 At. suds your lordship Said, how can 
you Suggest a compromise with the owner? We are not 
trying to tell the owner that he must do this; we are 
Saying that we think he should in order to put it on the 
basis that will let it be a real company, as was re- 
ferred to by Mr. Meighen, and let the public see finally 
that it ts doing the job that it was set out to do, and 
that if these ancient historical debts be taken off its 
back it ean continue to operate with results that would 
be far more pleasing to those who are charged with the 
Operation, 

THE CHAIRMAN: What relief dig you get on pre- 
vious occasions? 

MR O'DONNELL: The Capital Revision Act? Well, 
all the Capital Revision Act did was to eliminate from 
the balance sheet certain Operating deficits upon which 
interest even haq been accrued. The deficits were 
capitalized and interest was charged on them, and all the 
bookkeepers, accountants and experts said that that was 
not any proper way to do things and that those should be 
eliminated from the balance Sheet, it had nothing to do 
with this type of thing at all. 

THE CHAIRMAN: You just quoted the Prime Minister 
in 1933 and Mr. R iston agreeing that certain things ought 
to be done in order to put your railway in a proper posi- 
tion; what was done then? 

MR O'DONNELL: Well, what was done was what was 


done under the Capital Revision Act. I am going to come 
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to that. 

THE CHAIRMAN; Is that the same year? 

MR O'DONNELL: No, the Capital Revision Act is 
1937; and 1937, Mr. Cooper Said, dealt only with one por- 
tion of the picture; it dia not deal with what we are 
talking about aval ls 4 did not go that far. The Duff 
Commission recommendations were not carried out in the 
respect that we are Speaking of. 

THE CHAIRMAN: From the Speeches that you just 
read to us there, it would look as if those who were 
Speaking thought that what was about to be done would be 
Sufficient to---- 

MR O'DONNELL; In that last Speech, when Colonel 
Ralston made those remarks, he wag Speaking of the C.N.-C.P, 
Co-operation Act, and I am Citing that by reason of his 
appreciation of what the Situation was and what it required 
by way of an adjustment. 

THE CHAIRMAN: What was the Prime Minister speak- 
ing of? 

MR O'DONNELL: Well, that was in the same debate, 
my lord, 

THE CHAIRMAN: I know; they went much further than 
the CO-Operation. They seem to have had in mind the neces- 
Sity of putting your railway on a proper basis, 

MR O'DONNELL: yes. 

THE CHAIRMAN: Did what they put into effect then 
Seem to meet the case at that time? 

MR O'DONNELL: No, no. That debate was on the 
C.N.-C.P, Act, and your lordship knows what the C.N.-C.P, 
Act did. 

THE CHAIRMAN: The Co-operation Act. 

MR O'DONNELL: Yes. But in the debate they make 
these remarks, which indicate to my way of thinking that 
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they are definitely of the view that something 
Should be done, and I say that it never has been done, 
and it is time to do it. 

THE CHAIRMAN; Yes; because, you see, the Prime 
Minister in that debate went away beyond that, and said--- 

MR O'DONNELL: He was just reviewing what 
would have happened--- 

THE CHAIRMAN: Surely he did not expect the Co- 
operation Act was going to cure all that. 

MR O'DONNELL: No, maybe not; but I am simply 
saying that he was there commenting on the situation in 
which this road found itself. 

THE CHAIRMAN: I was Just trying to find out 
from you what, if anything, had been done. Nothing was 
done until--- 

MR O'DONNELL: Nothing done along the lines we 
are asking for at the present time; and what was done in 
1937--- 

THE CHAIRMAN: You are coming to that? 

MR O'DONNELL: What was done in 1937 I am coming 
to, yes. And what was done then does not adjust what we 
are asking should be adjusted now. 

Now, getting back to what I intended to say, 
that at this time this matter interests really the owner 
of the road and the railway as such, I said that our 
management and our directors had given this very serious 
consideration, and felt that if these claims of $1,533 
million were to be compromised or adjusted at a figure of 
$1,060 million, that would be a reasonable enough thing 
to do, and if that be done, then they think that the 
Canadian National capital revision will be satisfactorily 
adjusted. 

THE CHAIRMAN: Where will that bring your fixed 
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charges to? 

MR O'DONNELL: Well, I am also coming to that, 
my, lords... Ag. I Suggest--- 

COMMISSIONER ANGUS: We have had several com- 
parisons to bankruptcies and reorganizations and so on. 

I imagine your items B and C from this table would have 
no counterpart in proceedings of that sort, would they? 
I mean, does an angel ever come forward in bankruptcy 
proceedings and put up a hundred million dollars without 
looking for any return? 

MR O'DONNELL: Items B and C? Well, the 
purchaser of the bankrupt assets at that point would have 
discounted his purchase price to that extent if he had 
been acquiring the properties. That is all we are saying 
there. 

COMMISSIONER ANGUS: But the purchase price on 
that hypothesis would be zero. 

MR O'DONNELL; Well, whatever the purchase price 
might be. If there haa been a bankruptcy and these 
interest-bearing obligations had been either Wiped out or 
fixed at..a very low figure, on our evidence in any event, 
then the purchaser of those properties would have had, to 
operate them as an entity, to know that he would have to 
Spend these items at least. 

COMMISSIONER ANGUS: Yes, but there would be no 
purchaser if he had to put up $390 million to get some- 
thing that had no Garning ability. 

MR O'DONNELL: That is true, there would have 
been no purchaser, and that is what I am Saying, that the 
C.nadian National Railway Company as a company, if it had 
been dealing at arm's length with the bankrupt roads or 
the receiver of the bankrupt roads, would never have paid 


anything like the $2,286 million that they were carried on 
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to the balance Sheet for. That is all I am Saying. There 
would have been an adjustment at that point, and the 
prospective purchaser would have realized that had he had 
to operate them as an entity Subsequently he would have 
had to spend these moneys, and he would have taken that 
into account. But what happened here was that the pro- 
pertics were taken into the new company without any such 
adjustment, and the new operator had to find these addi- 
tional moneys to co-ordinate and then to stana the loss 

on the Operations; and that is what we Say the company 
Should not have had foisted on to it and been Saddled with, 
and what should be adjusted at this time. 

COMMISSIONER INNIS: You want $473 million 
taken of f9 

MR O'DONNELL: How much. 

COMMISSIONER INNIS: $473 million. 

MR O'DONNELL: Yes, roughly, on our computation, 
yes. We have a claim for $1,533 million, and if you fix 
it up so that we get relief to the extent of $1,060 million, 
against the issue to you of equity stock commensurate in 
amount, then we consider that we can Operate with reasonable 
hope of not having deficits on the average. 

THE CHAIRMAN: Well, is that equity stock that you 
Propose to issue of any real effect, when the Government 
is already the holder of everything, all the stock? 

MR O'DONNELL: Well, it represents 4 record of the 
transaction. 

THE CHAIRMAN: A record, yes. 

MR O'DONNELL: Yes, and that is what our friends 
have said, "Oh, we must not lose sight of these things, we 
have got to keep them out in the Open always." It records 
what happens, and there it is. I agree that the owner owns 


the entire apple, and whether you cut it into a hundred 
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parts or anything else it ig Still the same thing. 

THE CHAIRMAN: Op whether they see fit to have 
more equity stock issued to themselves or iG te: Suppose, 
is their concern. 

MR O'DONNELL: That is correct. If they accept 
Our proposal, which is that that I am about to explain, 
then they will have more equity stock shown on the balance 
Sheet than they have at the present time. We will have 
less liabilities in the way of interest debt. 

THE CHAIRMAN: Will it be of any advantage to 
them to increase their holdings of equity stock? 

MR O'DONNELL: I did not catch that. 

THE CHAIRMAN: Tf Say would it be of any advantage 
to the owner, that is, the Government--- 

MR O'DONNELL; Well, we say it won't affect the 
owner. 

THE CHAIRMAN: JI mean, to increase the equity 
Stock which it already holds? 

MR O'DONNELL: No, because the balance Sheet items 
are still there, the equity stock balanced off against the 
other side of the balance sheet. That is why we say, as to 
these securities which they have in their hands at the 
present time, it does not cost them anything to exchange 
those interest-bearing Securities for--- 

THE CHAIRMAN: Why change them into anything, as 
long as you--- 

MR O'DONNELL: Because it will grant the railway 
relief of this interest, that is all. 

THE CHAIRMAN: Can't they grant you the relief 
you ask for--- 

MR O'DONNELL: Well, there may be other ways of 
doing that. 

THE CHAIRMAN: ---without issuing this more equity 
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Stock to themselves? 

MR O'DONNELL: There may be other ways of doing 
it, my lord; but all I am saying is that our board of 
directors and our executive have considered that this is 
the proper way. I am not Saying there are not other ways. 

THE CHAIRMAN: TI was just wondering whether what 
I might call this fiction of issuing more equity stock to 
themselves was of any value or a necessary part of the 
transaction. 

MR O'DONNELL: Well, it is the balance sheet 
item that has to appear. In practical outcome I agree 
with your lordship that it does not affect the owner's 
position at all. That igs what we say. 

THE CHAIRMAN: Well, anyhow, we know what you 
want. 

MR O'DONNELL: That is what we say. 

I am simply Saying, then, that if we can get 
what we suggest we would settle for, $1,060 million, 
which, as Dr. Innis Says, 18 about four hundred and some 
odd millions less than the claim as we compute it. 

Now, the mechanics for carrying out that settle- 
ment we discussed, I think, here once before in a brief 
way, in volume 114 at page 20776 and following. The 
mechanics for carrying out the settlement are relatively 
Simple, in our proposal. First, the Government should 
return to the railways the $760 million of interest- 
bearing Obligations,which are really promissory notes of 
the railway which it holds. The Government holds those at 
the present time. The Government should return those to 
us, and at the same time the Government Should give the 
railway an acknowledgment of indebtedness of $300 million, 
Or we might liken it to another promissory note, its own 


promissory note, for $300 million. That is the way we 
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Suggest the Government's end of the deal should be carried 
out. They release or turn over to us promissory notes, 
really, which they hold of ours, $760 million worth, 

They have them in their possession. Those are the 
interest-bearing Securities which we have got to find 
interest for or which will be charged against us if we 

do not have the interest. And they will undertake to set 
up an indebtedness of $300 million. That is how we sug- 
Best the $1,060 million be found. 

THE CHAIRMAN: That would entail, in so far as 
figures have any real meaning, two concessions by the 
Government. They hand you over $760 million--- 

MR O'DONNELL: And we hand them back something. 

THE CHAIRMAN: Ana they hand you in addition to 
that $300 million. 

MR O'DONNELL: They set up a credit that we can 
draw on as we gee fit, and in the interval we draw the 
interest on it if we do not get it from them. Now, that 
is the Government's end of the deal. The Government would 
Surrender these interest-bearing Obligations that 
they presently have, $760 million, and would set up a 
erediGrof$300 milton ifer us4 

Now, as to the railway, the second party to the 
transaction, the railway on its part would forego in round 
figures about half a billion dollars and would issue stock 
to the extent of the total of the promissory notes, so to 
Speak, involved, the $1,060 million. Now, in this way, 
a8 far as we are concerned, the compromise Settlement or 
the adjustment or the relief accorded could be very easily 
carried out, 

THE CHAIRMAN: Don't you see, again, that you are, 
it seems to me, trying to split the one party in two? 


MR O'DONNELL: No, I am not. 
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THE CHAIRMAN: Because the Government is the 
only owner of all this, all the stock and everything else. 

MR O'DONNELL: ‘That is true, but as Par, as the 
balance sheet is concerned -- the Government owns ven 
whole thing, there ig no question of that. 

THE CHAIRMAN: 1 king it all in ag 4 recommenda - 
tion from you--- 

MR O'DONNELL: ‘That is right. In other words, 
they have presently these pieces of paper that represent 
a charge, interest-bearing claim that the Canadian 
National is asked to pay. 

THE CHAIRMAN: You want that to disappear. 

MR O'DONNELL: We want that to disappear, and we 
Suggest that can very easily disappear by their surrender- 
ing those to us against the issue by us of stock which 
will represent equity on the balance Sheet. Against the 
funded debt, $760 million, they surrender that and get 
other paper that represents equity, and the balance sheet 
adjustment is made accordingly. Now, we, on the other 
hand, will forego the Claim which we think we have a right 
to ask for settlement in full of; that is, we Say we have 
a claim for $1,533 million. We will compromise it if they 
do these things for $1,060 million. 

THE CHAIRMAN; We will take a few minutes now. 


(Page 23920 follows) 
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After Recess: 

MR, O'DONNELL: May it please the Commission, 
for the purpose of understanding the method or means of 
Providing settlement op relieffor payment of $1,060,000, 
and the division of that total amount into two items of 
$760,000,000 and $300,000,000, whichhaye just been mentioned, 
it might be well to refer here to the evidence given on 
the subject by Mr, Fairweather ardMr, Cooper, In volume 
lll, page 20370, Mr, Fairweather Said: 

Sumo d not talro’ tH + $300 million into 
account Specifically for those purposes, We took 
the whole of the $1,060 million, the $760 million 
Plus the $300 million, That is the sun total of 
the relief we were asking for, and I cannot segregate 
out of it so much for this and go much for that. 

We took the whole fiela of our managerial activity 
as we saw it in the future against the perspective 
of the past, and, having measured as fer as we could 
by our judgment the discernible trends, we said we 
need $7) 066i as on relief of fixed charges, That 
is the only answer I can possibly give to that 
question," 

THE CHAIRMAN: Pardon me, but you say $1,060 
million relief? 

MR. O'DONNELL; Yes, my lord, We have a claim for 
$1,533 millions; that is our Suggestion, 

THE CHAIRMAN: You put it that way? 

MR. O'DONNELL: We put it that way, that we would 
take an adjustment which would provide relief of $1,060 
million of interest-bearing Securities, or interest bearing 
debt, To come back to what Mr, Fairweather said on 
that page, in parthe says: 

"...there 1s no division between the $300 millions -- 


I would like to make this perfectly clear -- 
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"Q. I do not suggest there was. 
A, There is no division between it ana the $760 
million, It is simply that in total we wanted relief 
enough to keep. us out of a deficit position, and we 
said $760 million may be obtained here and another 
$300 million is necessary to add up to the total of 
what we consider is necessary to accomplish the purpose 
we are after, " 
It might be well to emphasize at this point that the adjustment 
of the capital str’ ture as ‘proposed by the Canadian 
National is a Single proposal for an over-all settlement, 
It is not a piece-meal proposition of picking and choosing 
parts of "San, it is one single proposal, That was made 
clear by Mr,Gordon, It 18 not a matter of picking 
and choosing parts as was Suggested by Mr, Norman, They 
are not alternative plans or separate plans, It is all a 
part of one plan, Mr, Fairweather indicated at page 20073, 
of volume 109, that the mechanics of 2 possible settlement 
were easier at this time than they had been pryiously; © 
veeoeein that the government today has in its hands 
this $760 million of interest-bearing obligations," 
And again: 
",..and as to the balance of it, the difficulty which 
previously existed of handling the debt which was in 
the hands of the public is solved on a reasonable com- 
promise basis by this proposal." 

THE CHAIRMAN: When you say the situation is more 
easily adjusted today than previously, are you referring to 
1937 as previously? 

MR, O'DONNELL: Yes. 

THE CHAIRMAN: Has this $760 million of notes come 


into existence since 1937? 
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MR. O'DONNELL; No, They are the succession of 
the $804 million which has been running since 1923, Some 
of them have been refunded. 

THE CHAIRMAN: I thought you said it is easier now 
to. Settle than previously? 

MR, O'DONNELL: Yes, 

THE CHAIRMAN: On account of the existing situation. 

MR, O'DONNELL: On account of the government having 
that amount in its hands, in its possession, 

THE CHAIRMAN: They had been where? 

MR. O'DONNELL; They were out inthe hands of the 
public, They nhavyebeen acquired, 

THE CHAIRMAN: Heye they been acquired since 1937, 
or were they not already acquired then? 

MR, O'DONNELL: During the war, most of them, 

THE CHAIRMAN; Oh yes, that is so, 

MR. O'DONNELL: Previously there was such a tremen- 
dous amount in the hands of the public they could not deal 
with the settlement, 

THE CHAIRMAN: In 1937 the situation was different, 

MR, O'DONNELL: Yes, That is what Mr, Fairweather 
says: 

“ss. in that the government today has in its 

hands this $760 million of interest-bearing obligations," 

THE CHAIRMAN: They were repatriated? 

MR. O'DONNELL: Yes, principally. Then Mr, Fairweather 
goes on: 

"And as to the balance of it, the difficulty which 
previously existed of handling the debt which was in 
the hands of the public is solved on a reasonable 
compromise basis by this proposal," 

THE CHAIRMAN: Tell me again what was the amount of 


this repatriation? 
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MR, O'DONNELL: The amount that the government has 
in its hands at the present time is $760 million, 
THE CHAIRMAN: All right. 
MR, O'DONNELL: As to this $760 million, my lord and 
members of the Commission, the Commission will recall that 
the main brief, pages 63 and 64, points out that such a settle- 
wnt will not cost the government anything, I read from Ex- 
hibit #214 at page 63, as follows: 
"The adjustment proposed --" 
That is as to the $760 million, 
"-- would not cost the government any money. As 
the sole shareholder any gain or loss is for account 
of the government. In the final analysis the fixed 
interest rates is meaningless duhccaihicns is a deficiency 
it must be provided by government, and likewise govern- 
ment will take any surplus there may be after payment 
of interest on the .publicly held debt." 
THE CHAIRMAN; I rather like to hear you talking in 
that way, Mr, O'Donnell, 
MR, O'DONNELL; Yes, I may have been putting it in 
a different way, but I am saying the same thing. I am just 
trying to explain where they could get the $1,060 million, 
first, to the extent of $760 million by these interest-bearing 


Securities which are pre ently in the hands of the government, 


and it wild not cost them anything as is said at this page, 
Then it goes on; 

"It is more a matter of removing from railway to 
public accounts the extent to which commercial consi- 
derations have been subordinated to considerations of 
broad national policy." 

The following exchange of questions and answers between 
Mr, Frawley and Mr. Cooper. at pages 18860 and 18861, serve 


to explain the proposal ang the amount of $300 million 
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involved therewith: 
"Q. What would it represent? In other words 
what is the principle behind it? Why do you think 
that the government should acknowledge any indebtedness 
to you in the sum of $300 million? " 
Mr, Ccoper answered in part: 
"A...it is a method which the president has advanced 
whereby interest on the funded debt held by the public -- 
Q. By the public, yes. 
A, Might be reduced as far as the cost in interest 
to the railway is concerned. We haye $584 
million of fixed charge debt in hands of the public, 
We think that is too high; we think that the railway 
cannot support that amount of debt; but we cannot 
touch those securities. So the introduction of this 
$300 million whereby the government would pay to us 
each year $9 million, the $9 million would have the 
effect of reducing the annual interest on the debte 
held by the public, that is to say, if the interest 
on the debt held by the public is $23 million and we 
get $9 million ‘from the government, then our interest 
is $14 million." 
And again Mr, Cooper said, in volume 100, page 18711 : | 
"THE WITNESS; If we were tied down to the $584,000,000, 
because that is held in the public, and we said we 
cannot touch that, we must go on with it on our shoulders 
as a burden, we would say it is only a partial 
adjustment, But the introduction of the $300,000,000 
figure is a method by which we can get around the difficulty 
that always existed in any attempt to adjust the capital 
structure of the railway. 
The Cheirmen: You show here how you would reduce 
it? 
Mr, O'Donnell: In so far as the debt in the hands 
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"of the public is concerned," 
As I have said, the proposal to deal with thisexcessive 
capital debt burden is one single proposal, In short, 
the proposal amounts to an attempt to eliminate from the 
balance sheet and the income account excessive capital 
burden charges which should never have been shown or in- 
©rporated in the balance sheet or the income account. In 
its simplest form, that is the problem, and the only problem 
to eliminate from the balance sheet and the income account 
those items which should never have been shown. 

As we have said, it is a matter strictly between 
the railway and the government. No one else is concerned 
with this "internal housekeeping" matter which will permit 
the accounts of the Canadian National tote Simplified and 
give a truer picture to the public annually of its operating 
results, 

Had the matter relating to the amalgamated bankrupt 
railways been adjusted at or prior to consolidation, by 
recourse to bankruptcy proceedings as other railways in 
Similar situations experienced, the problem would in large 
measure, in so far as those items areconcerned, have been 
settled or never phayearisen, 

In this connection, the Commission will remember 
the recommendation of the Drayton Acworth Commission, re- 
commendation 28, which I havepreyiously read, What I have 
Said is in strict conformity, in my respectful view, with 
what the Commission recommended. 

Recommendation 28 reads as follows: 

"We recommend that the government assume res- 
ponsibility to the Dominion Railway Company for the 
interest on the existing securities of the trans- 
ferred companies," 


If that had been dome, this part of the problem would not 
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have been in the picture during the years since 1923, The 
remainder of the Natalee complained ene 

which has been computed in terms of negative capital, con- 
stitutes further and constant fixed chargeg in addition to 
those created by the bonded indebtedness, The negative 
capital items should likewise have been adjusted before they 
were imposed upon the system, The system should never have 
been called upon to bear any of these burdens. I say that 
that proposal is in strict conformity with the recommenda- 
tion of the Duff Commission, 

Paragraph 61 of the Duff Commission? referring evidently 
to these five railways that are listed on this tabulation 
under Item E, stated; 

",..but the Commission believes that it would have 
been better had the government assumed this burden 
directly and thus avoided saddling the railways with 
capital charges and operating expenses resulting from 


t he purchase of railways based solely on a public 
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THE CHAIRMAN: Now, did that Duff ie derimanantion 
go further than the legislation of 1937 went? 

MR. O'DONNELL: Yes, the Duff Commission does 
go further. It says this should have been adjusted. I 
Say the legislation of 1937 did not adjust these things 
at all and it should have been adjusted. Then the Duff 
Commission went on to say that the time was not opportune 
at that time. They acknowledged the problem was there. 
I will have something to say as to other recommendations 
of the Duff Commission later. They acknowledged it was 
there, 

I say our proposal as to $300 million which 
is to take care of the negative capital items in part 
along with these others, is in strict conformity with 
that paragraph 61. I say that as to the other part of 
the problem whereby the $760 million is provided, that 
is in strict conformity with the recommendations of the 
Drayton-Acworth Commission. So that our proposal is 
not anything that has not been founded on the recommenda- 
tions and study by previous commissions: it is in 
Strict conformity with them. The only thing is, we say 
this adjustment has been delayed far too long, and that 
we Should face the problem now and deal with it and do 
what both these Commissions said should have ‘been 
done. 

COMMISSIONER INNIS: I was rather struck by 
the fact that your equity capital would amount to about 
$760 million. fhe C.P.R. equity is about $472 million. 

MR. O'DONNELL: In what way, Dr. Innis? 

COMMISSIONER INNIS: It seems to me that you 
are suddenly being put into a much more manoeuvrable 


position. I know you don't want to bring the Canadian 
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Pacific into this picture. 

MR. O'DONNELL: No. 

COMMISSIONER INIIS: But it does seem com- 
parable. Now, I admit one cannot look into the question 
of fixed charges and so on, and this is something which 
strikes one rather immediately. 

MR. O'DONNELL: Well, as I say, our people 
have undoubtedly given that consideration from every 
possible angle; and when one bears in mind the fact of 
the operating difficulties and characteristics that Mr. 
Fairweather spoke of, where there is such a tremendous 
difference between the two properties, their considered 
view is that that is not out of line. I am going to come 
to the evidence on that point. 

So much for the proposal as we put it forth, 


Now, I turn to the next point of argument which is:- 


VII, EFFECT OF PROPOSAL AND RESULTS EXPECTED 
eee 


Now, what does the proposal of the Canadian 
National look like, I might ask, when reduced to paper? 
What results ape expected to produce for the Canadian 
National? 
The evidence of Mr. Gordon, Mr. Cooper and 
Mr. Fairweather is clear as to the expectations in this 
connection, 
Mr. Gordon said (Vol. 98, p. 18388):- 
"These measures, if put into effect, 
should enable Canadian National, on the 
average, to meet its fixed charges, including 
interest on funded debt." 
Before proceeding to discuss the results which 
our proposal can be expected to produce, I would like to 


draw attention to the evidence of Mr. Cooper in Vol. 100 
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page 18699-700 when cross-examined by Mr. Covert with 
respect to the effect that the earnings of the Canadian 
National Railways can Justify only a very small amount 
of fixed charge debt. Mr, Cooper's evidence reads:- 
"In fixing the amount of fixed charge 
debt for any enterprise there must be regard 
for the ability to service that debt. If you 
were to submit a recapitalization proposal to 
the Interstate Commerce Commission, they would 
want to détermine the amount of net earnings 
that would be available under all conditions. 
Having determined that amount, they would fix 
the ae rey of permissible fixed ~charge debt. 
Now, if that is fixed, only the balance, ir- 
respective of the proportion, can take the 
form of equity capital. So the amount of 
equity capital is determined by the protection 
that net earninss afford to the fixed charge 
debt. It is not to be determined by some 
arbitrary proportion such as sixty and forty 
or anything of that sort. In our case we 
Say that the ordinary relationship between 
the two should not be used. 
"Q. Then do I understand you, Mr. Cooper? 
You say that in the case of the Canadian 
National the ordinary relationship shald not 
be used? 
"Rad tea 
'Q. And the reason for that is? 
"A, For example in 1949 we earned 
$4 million which was available for the pay- 
ment of interest. Now, how much fixed 


charge debt would that justify? 
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"A very small amount." 
Mr. Cooper also stated at page 18701 (Vol. 
100): - 

"4++.If it were not for the Government 

ownership of the Canadian National all the 

capital would be in the form of equity 

capital, because the earning record of the 

company would not justify any fixed charge 

debt." 

On this point the Commission will also remember 
the considered view of the Canadian National as presented 
by Mr. Gordon at page 18379 of Vol. 98 that "to show 
results of operation which would meet commercial tests, 
the amount of interest-bearing capital which may be in- 
cluded in a restatement of the capital structure should 
be of relatively small proportions, in contrast to the 
present interest-bearing capitalization of $1,344 million," 

Now, as to what surpluses are to be expected. 
This is what the people who are in a position to know, 
Say. Mr. Cooper at Vol. 100, pp. 18652-53 :- 

"In my evidence at page 18582, I stated 

that the »- average annual deficit of the 
Canadian National Railway System in the 27- 
year period 1923-49 had been $20,808,914; 

I also stated at page 18578 that the adop- 
tion of depreciation accounting for Canadian 
Lines rolling stock had increased our expenses. 
If we had had depreciation accounting through- 
out the 27-year period the average annual 
deficit would have been $25,977,989. I also 
stated at page 18579 that there is nothing in 
the results shown in Table No. 4 in respect 


of the Newfoundland Railway. If we add 
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"4 million per annum, the average annual 
deficit would be $29,977,989. ‘That is to say, 
taking the record of the Company since amal- 
gamation and adjusting to present day con- 
ditions with respect to depreciation and the 
Newfoundland Railway, . .our average annual 
deficit would be in close approxamation to 
the relief indicated as necessary. On this 
basis nothing is available for a return on 
equity capital nor does it give the railway 
anything to 'come and go on'", 

I then asked Mr. Cooper to draw a consolidated 
balance sheet which would show, applied to the 1948 
results, the situation as it would be if the relief 
requested were to be put into effect. Mr. Cooper 
prepared such a balance sheet and it Was produced as 
Exhibit - 245, It illustrates very graphically the 
result of the readjustment now proposed (Vol. 100, page 
18654). It shows the published results for 1948, the 
adjustments which have been Suggested, and what the 
position would be as and when the adjustments are made, 

Mr. Cooper then explained in detail (pages 
18654-55) the adjustment proposed, as set out in 
Exhibit 245, 

Mr. Cooper also explained the proposals from 
the point of view of the income statement apd produced 
Exhibit 246, which applied the proposed adjustments to 
the 1949 results (page 18656). 


(Page 23934 follows) 
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Between pages 18656 and 18661 Mr. Cooper 
explained the details of the adjustment as reflected in 
the income results, and said, at the bottom of page 
18657, by way of Summarizing the situation: 

"Then, if interest on Government loans were can- 
celled, there would be a credit or a relief to the 
extent of $21,798,000. If we take credit also for 
the 3% on the $300 million, the results would be 
further improved by $9 million. on those assumptions, 
instead of a deficit in 1942 of $42 million, we 
would have had a surplus of $13,698,000." 

With respect to the Suggestions which were made 
on behalf of the Canadian Pack fics, thatfthe proposed 
adjustment would result in Substantial surpluses to the 
Canadian National, the following evidence of Mr. Cooper is 
material: In volume 99, at page 18577, Mr. Cooper stated 
that the annual deficits experienced since 1923 were 
approximately $20 million. at page 18578 Mr. Cooper stated 
that pension costs have risen from $652,974 in 1923---- 

THE CHAIRMAN: What costs? 

MR O'DONNELL: Pension costs, my lord, have risen 
from $652,974 in 1923 to $11,562,547 in 1949, an increase 
of approximately $11 million per annum. 

At page 18578-9 mr. Cooper stated that adoption 
of depreciation accounting for Canadian lines rolling 
Stock has increased the C.N.R. expenses, and that deprecia- 
tion of this nature in 1949 which was not accrued Dro oO 
1941 amounted to $17,361,000. 

At page 18518 Mr. Cooper stated that the entrust- 
ing of the Newfoundland Railway increased their operating 
losses by $4 million. 

Now, with all those things in mind, he was of the 


view that even on the adjusted basis as proposed the 
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C nadian N:tional could not expect large surpluses in the 
future. 

In volume 100, at page 18676, while being 
eross-examined by Mr. Covert, he said in part: 

‘i * » adjusting the record of the Company since 
amalgamation to present day conditions with respect 
to depreciation and Newfoundland, our average deficit 
has been $29,977,989: so that the relief, if given, 
would, on the record as adjusted . . . just about 
make the break-even point." 

COMMISSIONER INNIS: Have you the variations 
between the annual earnings, the highest and the lowest? 

MR O'DONNELL: They are set Out, Drv Tania, an 
the brief, in those tables. If you would look at Tables 
1, 2, 3y 4, right through, you see there the gross earn- 
ings, the net revenues and the whole thing right from the 
year 1923 through to 1948, 

THE CHAIRMAN: That is in the brief.» 18,46? 

MR O'DONNELL: Yes, it is in the main brief, my 
lord. Also you will see there on T:ble 4-A results of 
Operations, where the computation has been made excluding 
the depression years and excluding the war years, and at 
has been made on the basis of the entire period 1923-1948. 
We also gave the figures in evidence for the year 1949 as 
well, so that you have the entire history of operations 
and results set out on those tabulations which are in the 
brief, and you have them computed on Tsble A in brackets, 
Dhaai erence ope for instance, 1923-1931, 1932-1939, 
1940-1948, and then you have them averaged for the different 
years at the bottom of that Table 4. 

Now, Mr. Cooper, answering my friend Mr. Covert 
in cross-examination, said at page 18675: 
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plus the $9 million would be $30,798,000. 

Q. Now, would you explain that to me? 

A, Well, the Government interest in 1949 was 
$21,798,000. 

Q. Yes. 

A. If you inereased that by $9 million, then 
the relief is $30,798,000. 

Q. Yes, 

A. And that is the relief which these proposals, 
if adopted, would give to the Railway. Now, I then 
gO on to show that based on the record of the past 
adjusted to present day conditions with respect to 
depreciation and the Newfoundland Railway, that the 
deficit from 1923 to 1949 would have averaged 
$29,977,989, or within less than a million dollars 
of the relief itself. And of course I have not 
brought in everything that I could have brought in to 
build the deficit up. I could have added the Temis- 
couata Railway for example. I am sure the Newfound- 
land Railway will exceed $4 million." 

So at that point the evidence is that, on the 
computation of the entire amount of relief asked for being 
given, it would be within less than half a million dollars 
of the relief itself, 

Now, in reply to Dr. Angus' suggestion: 

Sch hha ton (the average you are contemplating 
Surplus earnings equal to zero?" 
At volume 102, page 18943-4, Mr. Cooper said: 

"A. On the basis of 1949 we would have surplus 
earnings of $13 million. Advance it one year to 1950; 
in 1950, which is you might say the closest we can get 
to present-day conditions, we have furnished to the 


Government our operating budget for the year 1950. It 
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Shows a deficit for the year of $44 million. Against 
that should be applied the amount of additional 
revenue which we expect to receive as the result of 
the recent order of the Board of Transport Commis - 
Sloners increasing the 8 per cent to 16 per cent. 
That figure is around $11 million, so that our best 
forecast as of today is for a deficit of $33 million. 
If the proposals advanced by the President were 
approved and made effective ag of January 1, 1950, 
we would finish up with 2 Surplus of $2 million," -- 
Later, I might interject here, Mr. Cooper corrected that, 
in volume 103 at page 19068, to say that instead of a 
Surplus of $2 million the C.N.R. would have a deficit of 
$1,400,000 in 1950. To g0 on with the quotation from 
page 18944, 
" . 4 . We would finish up with a surplus of $2 
million, and that ig without any regard for any 
additional wages which may be granted as the result 
of negotiations which are now in progress, and it is 
on the basis that traffic volume will continue as it 
was forecast at the date the estimate was made. 

I called attention yesterday to the fact that the 
$13 million would disappear if we had a reduction in 
traffic volume of 23 per cent, and that at the 
present time -- that is, January and February -- our 
traffic volume is down 8 per cent as compared with a 
year ago. 

So, taking that as the closest estimation that we 
can make of the situation as it is in 1950, as adjusted 
by these proposals, we just 2bout break even. 

Q. Well, does that amount to saying that I am 
right in putting the interpretation which I in reading 


this and hearing from Mr. Gordon put on it, that what 
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is contemplated is 4 Surplus in some years, but on the 
average breaking even? 

A. I think that is a fair interpretation." 

THE CHAIRMAN: Do you think you are going far 
enough, then? 

MR O'DONNELL: Well, we have made a point of 
Saying that we think the requests are restrained and 
conservative, and that we have not asked for all we could 
have asked for. 

THE CHAIRMAN: Do you not apprehend the possi- 
bility of having to come back in another year and asking 
for something more to be done? 

MR O'DONNELL: Well, all I ean go by, my lord, is 
the proposal as put forward with that assertion, that if 
these proposals be recommended and be made effective, on 
the average the result that has been mentioned is what is 
to be expected. 

THE CHAIRMAN: That is, to break even. 

MR O'DONNELL: To break even -- a ~adetiniy in 
some years, a surplus in other years, but on the average 
break even. 

COMMISSIONER INNIS: Amazed at your moderation? 

MR O'DONNELL: Well, maybe we are. On the other 
hand, one Step enough. 

THE CHAIRMAN: One step enough -- that is just the 
point. 42 thought this was to be Something in the nature of 
2 final settlement. 

MR O'DONNELL: Well, as far as we are concerned at 
this point--- 

THE GHAIRMAN: If it is only another--- 

MR O'DONNELL: Well, I said that rather facetiously 
to Dr. Angus; Posssibly I should have been more serious about 


it. But I am Simmply saying that the proposal as formulated 
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and put before the Commission is that if it be accepted 


in toto, the results to be expected are those 


concerning which I have just read some of the eviaence . 


COMMISSIONER ANGUS: In these estimates, Mr. 


O'Donnell, there were times when Mr. Cooper was more 


Optimistic. Has there been a perfectly consistent treat- 
ment of the hypothesis that the imbalance between costs 
and freight rates would be rectified? I mean, don't they 


Sometimes assume that that imbalance is still there? 


MR O'DONNELL: No. 


COMMISSIONER ANGUS: And sometimes assume--- 
MR O'DONNELL: On my understanding, Dr. Angus, 


the proposal is predicated on the assumption that the 
imbalance will be rectified. May I just «draw the atten- 


tion of the Commission to the words of the proposal; I 


will give the Commission the reference in a moment. The 


words of the proposal are these: 


"It is submitted that by ordinary commercial 
standards, the entire interest-bearing capital 
Should be converted to equity capital. However, in 
view of the practical difficulty in the way of con- 
verting the interest-bearing capital in the hands of 
the public into equity capital at this time; and 
having regard to the potential earnings of the 
Canadian National System, which are considerable 
and may in some degree offset the adverse factors 
here considered; and on the assumption that the 
present imbalance which exists between railway 
rates and railway costs will be removed by adequate 
rate increases, I submit the following 2s en appro- 


priate adjustment: " 


And then he submits the adjustment. 


COMMISSIONER ANGUS: I had that clearly in mind. 
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What I was thinking of was this, that in the evidence 
that you read a few minutes ago it was made a point of 
moderation, as it were, that this was assuming that 
there would be no further increase in wages. Now, if 
there were a further increase in wages that would be 
creating an imbalance or increasing an imbalance, and 
bringing in that Suggestion seemed to me to be varying 
your initial hypothesis. 

MR O'DONNELL: TI do not think that our initial 
hypothesis is varied at all. It is predicated throughout 
on there being no imbalance between rates and costs. But 
there is a time lag -- we can agree on that -- there is a 
time lag; we cannot eliminate that. We are hopeful that 
in the future it may be a shorter period than it has been, 
and I think the last two opr three applications--- 

COMMISSIONER ANGUS: The year affected by such 
a time lag would be atypical, wouldn't it? It would be 
exceptional? 

MR O'DONNELL: Yes, because until 1946 for 
twenty years there had been no rate increases, no general 
increases, and after the First World War there was 2 
cycle of this. It Started in 1917 and it ran along until, 
as far as rate increases or rate decreases are concerned, 
1922. First we had the 15% Case, the 25% Case, the 40% 
Case, increase cases. Then there was the 1921 reduction 
and the 1922 reduction. Then there was a general freight 
rate inquiry. But there was that cycle, and after this 
war there is the same cycle, which I think is running out 
now. We have had 40 per cent, a little better than 40 
per cent increase since 1946, and these adjustments are, 
I think, predicated, as they are said to be, on the fact 
that the imbalance will be removed. Now, there is the 


time lag -- one cannot help that -- but generally speaking 
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that has been taken into account and is considered, and I 
think our computations have been consistent in treating 
the matter of the imbalance. 

COMMISSIONER ANGUS: At various points in the 
evidence, though, there were Suggestions that a surplus 
might be built up and used for certain purposes. Now, how 
could it be built up in years that on average are breaking 
even? 

MR O'DONNELL: That is getting back to that 
Stabilization fund, and that we withdrew, as you will 
remember, 

COMMISSIONER ANGUS: Yes, but did you withdraw 
the estimate on which it was based? 

MR O'DONNELL: We withdrew the entire Suggestion, 
by reason of the fact that it does not come into play Lt 
1s covered by the law. tf there are surpluses we have to 
take them to our owner, or our owner is entitled to them; 
if there are deficits our Owner gets the bill -- there is 
no doubt about that -- but when we said that there might 
be surpluses in some years it was on the same hypothesis 
that I am putting today, that if there are surpluses, well, 
it will be only on the rates that have been fixed by the 
Board, and if they are fixed by the Board and we can 
Operate under those and have a little money, that is all 
to the good. If we cannot, we will have the deficit as 
before. But I do not think that there is any inconsistency 
in the treatment of the estimates. 

COMMISSIONER INNIS: That seems a very serious 
proposition. If you look over your balance sheets, there 
is a tremendous variation between good and bad years. 

MR O'DONNELL: No doubt about that; and there is 
a tremendous variation in the returns too. Yes, there is 


no doubt about that, and we cannot help that. That affects 
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everybody in the transportation business, and it affects 
us more than anybody else in the transportation business, 
because we have these characteristics that we say place 
us in an inferior position, owing to the considerably 
lower traffie density that we have and these other adverse 
operating difficulties that we have to put up with. 

THE CHAIRMAN: We will adjourn now. 


---The Commission adjourned at 4:47 p.m., to meet again 
at 10:30 a.m. on Thursday, May 25, 1950. 
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Ottawa, Ontario, 


Thursday, May 25, 1950 
MORNING SESSION 
ARGUMENT BY MR, O'DONNELL (Cont 'd) 
Cree oe eee! A DONNELL 


THE CHAIRMAN: All right, Mr,O'Donnell, 

MR. O'DONNELL: May it please the Commission, yester- 
day there was some reference made to the Capital Revision 
Act, Your lordship asked me about it and I answered 
possibly not as fully and Completely as I should have, I 
Should like to refer your lordship and the Commission to 
ea fairly complete statement of the Capital Revision Act 
and what it did, which will befound in the brief of the 
Canadian National Railways, Exhibit 214, at pages 26,27 
and 28, That gives a fairly complete story, I think 
yesterday I had just got to the point where -- 

THE CHAIRMAN; Pardon me, the pages to which you 
have referred deal with the Act? 

Mr, O'DONNELL; Yes, 

THE CHAIRMAN; Is the Act itself there? 

MR. O'DONNELL; I think it is, Lt Ati is nop 
will be glad to get a copy. My friend Mr, Friel says 
it is not but I will be glad to get a pamphlet copy. 
I was saying we were reviewing what the effect would be 
if the ianotele were put into effect as put forward by 
the Canadian National Railways. I think I had reviewed 
Some cf the evidence concerning the expectation as to 
Surpluses which might be expected, and that we felt they 
would not be substantial, and that if relief were accorded 
-- I think I referred to Mr. Cooper's statement that we 
would about expect to break even on the average, Some 
years we might have a surplus, and some years we might 


have a deficit, I should like to take up where we left 
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off yesterday and I would refer -- 

THE CHAIRMAN: Pardon me a moment. 1 wiil just 
tell you now so you will be prepared later, This Act is 
called an Act to provide for the cancellation of capital 
Stocks and certain indebtedness, 

MR, O'DOWNELL: Yes, 

THE CHAIRMAN: All right, go on. 

MR. O'DONNELL; I should like to refer to the 
evidence of Mr, Cooper in Volume 101, page 18784, where 
he said: 

"I showed you yesterday that for the year 

1949 with all the additional revenues assumed to 

have been received, with these adjustments made, 

that our net income would be a matter of $13 

million, Now, that surplus would disappear if 

our traffic volume were to be reduced by 23%," 
He went on to say: 

"I said therefore that even on this basis 
there is really nothing left for additions and 
betterments, I don't think on that basis that 
we have yet approached comparability with the 
Canadian Pacific in results," 

At page 18960 he also said, "I feel that the 

possibility" -- 

THE CHAIRMAN: Does all this mean, Mr, O'Donnell, 
that what you are asking for is moderate, and that in the 
future you may be in a condition cf uncertainty again? 

MR, O'DONNELL: The statement is if we get 
these adjustments that on the average we will be able to 
meet cur fixed charges and some years have a surplus, 
and possibly some years have a deficit. On the average 
we wlll be able to meet cur fixed charges, That is 


the proposal on the best assessment that our officers and 
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the Board of Directors can make, Mr, Cooper said: 
va, See hat the possibility of surplus 
carnings under this adjusted set-up is not very 
large, I think we should do very well indeed if 
we broke even, one year with another," 

COMMISSIONER ANGUS; Did not Mr. Cooper take a 
rather more optimistic view when he pressed the case for 
the Canadian National Railways paying income tax on that 
surplus? 

MR, O'DONNELL: So far as income tax is concerned, 
he said that if you wanted to take that into consideration 
as an item for comparison that could be taken in, 

COMMISSIONER ANGUS: Income tax on something 
the average of which is zero is not very big. 

MR, O'DONNELL: That may be, However, at this 
point I am endeavouring to review the evidence as he put 
it before the Commission, 

COMMISSIONER ANGUS: This wes evidence, I 
wondered if it was quite consistent in spirit with the 
earlier evidence, 

MR, O'DONNELL: In my respectful Submission, Dr, 
Angus, the position throughout is consistent, You of 
course will undoubtedly read all the evidence and consider 
all the evidence, In Volume 102, at page 19033, Mr, 
Cooper agreed that "the Canadian National Railway would 
in years of high traffic volume have reasonably good 
surpluses" but questioned Mr, Fvans! suggestion: 

"You would have probably in some years surplus 

of the magnitude that you had during the war years?" 
Mr, Cooper said: 

"In 1943 we earned 263 cents out of every 

dollar after we had paid our operating costs, 


In 1949 we earned 44 cents out of every dollar," 
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Then Mr, Cooper went on to say at page 19935: 


"I cannot quite visualize ever a return to 


what we might call the prosperous years of war," 


(Page 23949 follows) 
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And he said also: 
"I like your optimism, Mr. Evens, I am 
probebly ee little more conservetive then 
you are," 
And Mr, Cooper's reasons, I submit, ere readily understood 
when one considers the conditions which permitted the 
railwoys during the war.The rcletive prosperity which they 
enjoyed. In this connection, I would quote from exhibit 
214 at page 33 3s follows: 
"The temporary prosperity which cameto the 
Censdien Notionsl during the wer followed 2 
decede of depression. The greatest differences 
in its operetions from the depression yeors 
were in the volume of traffic carried, the 
cheracter of the treffic and the type of service 
performed. The volume of treffic wos unprecedented, 
Higher reted treffiec such as menufectured commo- 
dities end materisls of wer made up @ very much 
greater portion of the gross then is normally the 
case, Cars were much more heavily loaded 
due to the maximum loading orders of the Transport 
Controller and the volume of goods being shipped 
by individual consignors, Further, the flow of 
wor treffic permitted tonnege trains being moved 
over greater distences, Wartime control of truck- 
ing also reduced competition from this sourcc, 
These cheracteristics permitted railway operction 
under the most fovoursable financial cincumstances 2d 
end accrued greatly increased operating revenues." 
COMMISSIONER ANGUS: Is it implicit in thot orgument, 
Mr. O'Donnell, thet in 2 low traffic yeer which wos not 
on out and out depression year you do not think there should 
be e rate increcse to compensete for the low traffic? That 


seems to be implicit there, does it not? 
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MR. O'DONNELL: I sey to thet thet whetever the retes may 
be for the time being thot the C nedion Netionscl with its 
disadvantage from the point of view of low treffic density is 
in on odverse position in so far os its chief competitor is 
concerned. 

COMMISSIONER ANGUS: But its chief competitor would 
expcet on increase in 2 low traffic yeor if it was not a 
depression yesr, would he not? 

Mr. O'DONNELL: Well, that depends ~ 

COMMISSIONER ANGUS: Is what you are saying consistent 
with your initicl essumption thet the imbalance between cost 
and freight retes would be redressed? 

Mr. O'DONNELL: I would soy this, thot the imbelence 
is never going to be rectified to the dollar - thet is certain, 
This is merely a stotement I om reading and I have only read 
port of it end I would like to finish the rest. It is merely 
to explein why in the wor yeers the revenues ond the net were 
whet they were ond I respectfully submit thet there is no 
inconsistency in our position at 311 and thst ell of those 
factors hove been token into considerstion,. The imbalence, 
in so for os it can be rectified, hes been considered end the 
proposal is predicated on that fect, 

Then, I go on with this stotement from page 34 of 
the Submission: 

"These cheracteristics permitted railwey operation 
under the most fevoureble finenciel circumstances ond 
ocerued greatly increosed operating revenues, 
Opernting expenses, on the other hand, were relotively 
reduced by the moximum loading prectices ond slower 
schedules ineugureted for fuel conservation, 

The results of these abnormel conditions are 
reflected in theesrnings of the Canadion Notional for 


the war period. But it will be immedictely opparent 
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thet this period cannot be regarded 3s normel in 

the System's existence. Since the terminetionof 

hostilities, the cheracter of the traffic has 
changed and the normal ratio between high ond 

low priced commodities has been restored. Cors 

are no longer loaded to full capacity and the 

length of haul has been reduced," 
Theat is the end of that quotation. 

Mr. Cooper further seid at pege 19039: 

"I do not believe for one minute that we may 

have a recurrence of the surplus earnings of the 

Canedian Netional which we enjoyed in the war 

years," 

Now, Mr. Khirweather's evidence corroborated that 
of Mr. Gordon end “Yr, Cooper to the effect that on the 
besis of the reedjusted capitol structure, the Canedic 
National cannot expect eny extensive surplus in future 
yeers, thet on the everage it would break every 

Now, Mr, Foirweather, in Volume 109 at poge 
20072 said: 

"I think that this edjustment is not going to make 

eny feather bed for the Conadian National Roilweys. 

I amecnvinced that over the future, with the 

problems that are facing the railway industry and 

the Canadian National, these adjustments, together 
with such traffic as we will be able to handle, ere 
not going to produce any more then the minimum 
required to perpetuate a reasonable capital 
structure, That is my opinion, There is no great 
amount of leeway over and above (a) the meeting on 
the averege of your fixed charges and (b) protection 
egainst the pyramiding of your capital structure," 


Mr. Fairweather's view of the Cenadian Nationel 
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proposel was egain steted et page 20074: 
Wye onend everege we should be, with prudent 
management, free from deficit financing end that 
we can maintain a reasonable stobility of the 
capital structure of the Conedian National." 

And egein sat page 20078 he said: 
"I think on that score thet no mon knowing the full 
detail of the Conadian Noetionel problem can come to 
any other conclusion then thot this readjustment of 
the capital structure is e conservative one - thet 
is, it recognizes the principle that there should be 
some fixed interest-bearing copiteal, As I said, 
there were strong erguments in favour of saying 
thet none of it should be, but there were strong 
orguments on the other side thet ssid that it should 
be. I do not think that it would be desirable we 
should heve access to capital funds and not heve to 
earn a return on it. I think thot necessity of 
earning 9a return is a good thing, end the only thing 
about it and the only way I would quality ac) tee 
do not creste e condition where under perLodsyor 
average traffic we would have to be reporting 
deficits. Mr. Cooper, for instance, cstimeted that 
if ell of the adjustments thot sre recommended in 
this brief were made in 1949, I think it wes, we 
would only have $13,000,000 available efter we had 
peid our fixed charges, end I do not think that for 
@ year of the traffic volume in 1949 that is a 
very great margin." 

Now, the following exchange between Mr. Covert ond 

Mr. Fairweather in Volume 110 et poge 20175 end 20176 

emphasizes the eppraisal of the situetion by the Conedian 

National: 


"Q. All I womt to know, Mr. Fairweather, is whether 
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you feel .that the entire interest-beering capitel 

should be converted into equity capital, that is, 

to do a proper job, a real job, that should be done? 

A. No, I do not think thet is exectly what is stated." 
And he quotes from the proposal. The proposal says: 

"It is submitted thet by ordinary commercial stondords, 

the entire interest-bearing cepitol should be con- 

verted to equity capital. 

Q. The difficulty is that they are in the handsof 

the public? 

A. Now, there is no doubt thot if the Canadian 

Notional Railways was opereting as ea private concern 

Thet the amount of interest-bearing capital that it 

could bear with security and maintain a credit 

standing is very small and might, es is stoted here, 

be zenro, 

The Chairman: Q. Be zero? 

A. Yes, because the Canadien Nationol Reilways 

is a low-traffic density line. Our revenue per 

miles, notwithstanding the heavy industrislized 

Sections I think it is about $19,000 per mile and 

to operete o railway and give service under those 

conditions with that level of revenues creates a 


very severe problem indeed." 


(23957 follows) 
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Mr. Fairweather's evidence negatives the 
possibility of the substantial Surpluses suggested by 
the C.P.R., as is made clear by the following statement, 
which is at pages20176-78. Mr. Fairweather said: 

"We have very little cushion between a 
braserone ones bien and one that is a deficit 
operation, quite apart from this matter of fixed 
charges. It is an inherent characteristic of the 
C2nadian National Reilways, and it is an inherent 
characteristic of any low-traffic density line. 

If we had, for instance, an average traffic density 
ten per cent higher than our present traffic 
density we could stand a very substantial amount of 
fixed charges with a degree of confidence, always 
Supposing that we get this highway competition 
thing fixed up, and there was not further erosion 
of net from that quarter." 

Again, he said: 
re « « I do not think any prudent man could say 
confidently that thz Canadian National Railways 
might not at some time in the future, and within 


the foreseeable future, find itself in the position 


that it had no returns available to meet fixed 
, charges." 
Again: 
" . » . the future holds interesting possibilities, 


and we hope that on the whole it will provide a 
cushion at some time in the future, but it is not 
there now, and in my opinion it is a very consider- 
able time before it could arise." 
Speaking further of the Canadian National 
proposal, Mr. Fairweather said, at page 20257, in part: 


"What the Canadian National was trying to do was to 
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get out of the poorhouse, if you want to put it 
Che WAY a. his We wanted to have a2 target that we 
could reasonably shoot at under conditions similar 
to those that we had experienced in the past, 
modified by discernible trends, and that was our 
limited ambition and is our limited ambition." 

And incidentally, at page 20283, Mr. Fairweather 

pointed the problem up when he said; 

"We have already said that we are not asking to 
be made a rate base. We are asking to have our 
capital structure reduced." 

And again, in volume eR oc page 20331, Mr. Fairweather 

said: 
"Our submission for recapitalization of the Canadian 
National Railways had a very modest objective. That 
objective was, as I stated rather graphically before, 
to take us out of the poor-house; because by so doing, 
it was the Judgment of our management that they could 
Improve the managerial efficiency of the property. 
These other hypothetical ana Suppositional ideas as to 
what might happen when we get out of the poor-house 
I consider as largely irrelevant. From my dealings 
with the Canadian National R llways, and if my judgment 
as an analyst is of any value, I know that the re- 
Capitalization such as here contemplated, would not on 
the average produce large surpluses. If it produced 
on the average a little more than the zero figure that 
has been mentioned, I would not be Surprised. But that 
1t could produce large amounts beyond that, having 
regard to the trends that I have stated, and having 
regard to demands for additional capital which will 
have to be met, is contrary to my Opinion; if it does, 


then I am a poor analyst. 
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"COMMISSIONER ANGUS : If the Canadian Pacific 
were given the level of rates which it was suggested 
were appropriate, you would then have large surpluses, 
would you not? 

wa NO. That ier 2pey understood your question 
to mean a level of rates Such as would keep the 
Canadian Pacific in a healthy condition. 

%. If they were given a level of rates which 
enabled them to earn the rate of return that they have 
Suggested is appropriate, on the rate base that they 
have suggested is appropriate, you would then have a 
large surplus, would you not? 

A. No. 

9. Why not? 

A. To explain that we would have to go back to 
my remarks previously about traffic density. The two 
properties are not identical. The great outstanding 
difference between them is in their traffic density. 
As I said, the Operating ratio varies in proportion to 
the inverse square of the traffic density. Conse- 
quently when traffic density drops, the operating 
ratio goes up at a very Sharp rate. There is approx- 
imately a ten per cent difference between the traffic 
density of the Canadian National and that of the 
Canadian Picific Railway, the Canadian National being 
about ten per cent less dense than the Canadian 
Pacific. That has the inevitable effect that the 
Canadian Pacific has a cushion of net revenues which 
the Cenadian National does not have. I expressed it 
previously by pointing out how barometrical the net 
earnings of the Canadian National were." 


I think yesterday, Dr. Innis, you referred to the 
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year and another, and I just make the comment here that 
Mr. Fairweather dealt with that very matter on two or 
three different occasions, particularly at this page I 
have just read, and also in volume 110, at page 20178; 
and I just make the further comment that the Canadian 
National proposal has taken all those pertinent matters 
into consideration and, using its best judgment, has come 
forward with the proposal which it thinks is 2 proper 
solution of its trouble. 

Mr. Fairweather also stated--- 

COMMISSIONER INNIS: There was one point, Mr. 
O'Donnell. I do not want to drag you off the theme you 
have in mind, but you make Something of the difference in 
density of traffic on the different lines, and I would 
Suppose that it is much more important for the Canadian 
National to have lower rates and consequently to get say 
full traffic, or as much traffic as possible, than is the 
case with the Canadian Pacific. 

MR O'DONNELL: Yes. The thing, though, of course, 
is that there is only one rate for everybody. 

COMMISSIONER INNIS: Yes, I quite agree; but if 
the Canadian National is essentially a developmental line 
-- and I do not know how far you go along with that 
general idea -- it would seem that it is important from 
the standpoint of these new areas that are being opened 
up that traffic is not unduly loaded with high rates. 

MR O'DONNELLL: Well, I would say generally this, 
that the rates are not made to suit the particular case of 
the Canadian National, but inasmuch as there is only one 
rate for all railroads, then we have to Operate under 
those rates. 

COMMISSIONER INNIS: The Commission has to look 


at it from the standpoint of the economy of Canada. 
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MR O'DONNELL: Yes. 

COMMISSIONER INNIS; Now, is it important from 
the standpoint of development of new areas, or the stand- 
point of the Canadian National sort of frontier roads, 
that rates should be perhaps rather lower than would be 
important for the Canadian Pacific? 

MR O'DONNELL: Well, as far as the company is 
concerned as a company endeavouring to operate, it has to 
have some compensation for the fact that it 428 operating 
such lines as those to which you make reference. 

COMMISSIONER INNIS: So that your subsidy to 
Some extent permits you to develop traffic or to open up 
new areas. 

MR O'DONNELL: Well, we have to have some assist- 
ance for the purpose of doing that, and part of the pro- 
posal: , you will remember -- and I am coming to it later -- 
is thet we should have equity financing at least for part 
of those lines, and not have to Pind all the capital by 
borrowing at interest rates. That is part of the 
proposal too. If we get the thing balanced we do not want 
to have it go out of line again by an accumulation of 


interest charges. 


(Page 23963 follows) 
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There is no doubt about it, our rates have to be kept 
as low as possible, but that is not any different, I 
don't think, from any other carrier competing, as they 
are in many cases, with trucks and so on. 

No, Mr. Fairweather also stated in Vol. 109 
at page 20077-78 that in his view the Canadian Pacific 
with its higher traffic density is placed in a more 
favourable position than the Canadian National, and it 
would not be harmed by the Canadian National proposal. 
Mr. Fairweather concluded his remarks in the following 
language which is at page 20334, Vol. 111:- 

"Consequently, and for that reason, rates 

which yield a certain return to the Canadian 
Pacific Railway will yield to the Canadian 
National a return available for fixed charges, 
in my opinion, somewhere between $20 million 
and $30 million a year less. If you look 

at that analysis of our fixcd charges you 
find this condition. The Canadian National 
Railways has asked for an adjustment of its 
fixed charges which will reduce them in 

1949, if you give credit for the $9 million 
interest on the special funds which Mr. 

Gordon recommended, a figure of $17,833,613. 
If you look at the fixed charges in the 
return from the Canadian Pacific Railway 

for 1949, you find them stated at $14,543,817. 
I therefore submit that the Canadian National 
Railways will, on the average, have $20 
million to $30 million less available to 

pay fixed charges which are greater than 
those of the Canadian Pacific. That is 


why I say that these fears of the Canadian 
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Pacific with regard to this modest state- 

ment of recapitalization of Canadian National 

and that this apprehension that it will have 

Some terrible effect on the Canadian Pacific 

is something that I cannot see,” 

Now, that figure of $17,833,613 that Mr. 

Fairweather arrives at, can easily be computed by re- 
ferring to page 6 of Exhibit 254. The figure he takes 


there is the net figure but it can be arrived at by 


taking the gross fixed charges , which are stated at 
page 6 to be $48, 631,896,03 and deducting from that 
gross figure the item of interest on Government loans 
of $21,798,283, and also deducting the $9 million to 
which he has made reference, that gives a net of 

$17, 833,613.16. 

COMMISSIONER INNIS: Would you read again 
the first sentence of that extract you have just 
read? 

MR, O'DONNELL: "Consequently, and for 

that reason, rates which yield a certain 
return to the Canadian Pacific Railway will 
yield to the Canadian National a return 
available for fixed charges, in my opinion, 
Somewhere between $20 million and — p30 
million a year less." 
He had pointed out just before that that this relativity 
of disadvantageous position will continue. Whether 
the population of the country grows or not, there is, 
in his view, that constant disability which is a con- 
tinuing drain. 

Now, just in connection with the quotation 

I have just read, this fact may also be borne in mind. 


It is commented upon by counsel for Manitoba when he drew 
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attention to the fact that the earning capacity of railway 
enterprises generally is Substantially less than it was, 
say, in the 1920's or prior to the 1920's when it was 
Still a monopoly. Competition is undoubtedly eroding 
the revenues of all the railwayS, and that is 2 fact 
that also has to be borne in mind. 
Now, Mr. Fairweather also went on to say at 
page 20335 (and I quote in part):- 
"But what I said was that, over the years, 
that surplus would not be substantial in 
amount. I would not say that it would 
average zero, but it certainly could not 
average any large amount, in my opinion, 
knowing what I know of the Canadian National 
Railways." 
Further, at page 20337 he said:- 
"I have already stated that our objec- 
tive was a simple one. It was to give us 
a chance of operating without chronic 
deficits, " 
"Q. %Is your answer to my question that 
you have not given consideration to the 
extent of your surplus, or what it should be? 
"A. I think that would be an in- 
ference. We are content if we can operate 
without deficits. 
"Q. Yes. 
"A. If I might add to that answer, 
I should like to add this. It is my 
considered opinion that if we are desiring 
to put the capital structure of the 
Canadian National on a basis where it would 


be completely self-supporting, the reduction 
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“in the capital structure would have to be 
more drastic than it has been suggested it 
Should be. I have no reservations on that 
score. That is why I said that our reduc- 
tion that we are requesting is considered as 
modest." 

Then again: - 

"If the Canadian National was earning 

such a figure, the Canadian Pacific would be 
earning a bigger figure." 
That is at the bottom of that same page. 

Now, as to the future prospects, and that 
the Canadian National might overtake and surpass the 
traffic density of the Canadian Pacific, as was suggested 
to Mr. Fairweather by Mr. Evans, Mr, Fairweather said 
in part at page 20344; - 

.eeeeD would add that from my size- 
up of the conditions in Canada as I have 
been studying them for years and years, it 
does not indicate any probability of that 
happening. As a matter of fact, as I have 
Stated, I see a Job of work coming along 
to the Canadian National Railways in the 
future of adding to the development of this 
country by extending lines, and that will 
dilute our traffic density, so that we will 
be tending to increase it in one direction 
by the growth of the country and we will 
be tending to dilute it as we have to 
have development lines." 

Now, in reply to Dr. Innis, as to what would 
happen in a "downward trend", Mr. Fairweather said 


at page 20345: - 


S ime 4 


A) 


ear ®) 


s) a : - .¢ 7 
songerg ar Stoas ort er! 
hd webs Asdige Ih cen? 
ee! ene 3° omit ativan: oom 


- = > 


Ta 


ied bt rT ie 


fers Sr Ase sail r 


~tpiooe wage, git Res Sue ei tevl «qtose > 


at :. Te ee ee ; or - - iad ai J se » v & 
<7. “pint) isos £4 Qeritgisteoasy sda aw Sats ses 
' 4 7 
-J Sober 
ay ae ee eg rer, ate 
yee ad : 
i aN P£SeK elias) aid’ BE 
By it a a ee y sort & s pan Te. a Ericen 
ie ‘ * i : a4 ee A pee ss 
‘ 
an 2 — es 
° 7H2 % AG FELITICD » 
r 
* Me N S “ . 4 a] 
1 1d 7 Sano he Late {a v7 ° re ph 
; f pt te 7 m ‘ a e£ r : 

4 2 a5 . Py Fey4 <e 7 4 ; 4 Fi ¢ ‘7 ; a9 tu 
rt F “ dpe ap . -_ - rie - : . 5 . 
ae 4 4 < Pons e. } ee eof seer Flees teas © fo x - ein fe ‘i Rin My, ‘ 
na tee as tse FRM a THRE : | CRAPaD as Bae ms ¢ ‘3 L SNS wi Saif 

med X ry mm * AK 7 
cots eH E are 5» Cy 
tes - mr] ‘ - 
m2 oes a : d * G Li 
5 —" = 
e frums "< 
oo Dlwow Tiss. 
ae ‘ 
Biko THEE ie Io of 
4 * Sd * ene ~ 
* j * Ke vs Ji “Ts 7 
he, = 
vy saoLt m €o5 
a + en cr irre OG o 
. 
— re rt 
' weit . both 
? 
i ra 


eee Ye ee eer ee 

} At : bb . bi . ows yr] 
py eee oe Pa ae - 
niiitbineixe td writnnc 


, ee ee eh ihe re) 
 obttacdt wo’ ofits 


me oa in x ie . 
Sool OF walnney od 


ond AG witworg ont. vd 


2 


nti} a& arboged- od X 


ait Jromgoleveb evan! 
_ ie 
: 7 } 
se} bor fas tt he! % ilies 


Won" ab) ae 


- 23967 - Mr. O'Donnell 


"Always the line with the lower traffic 
density suffers, and if we were Sacau with 
a reduction in revenues it would Shove our 
operating 20 lath te a faster rate than that 
of the Canadian Pacific in the same cir- 
custances," 

And again: - 

; -++-and the net available for fixed 

charges would go down. * 

Now, in this connection the Commission will 
have in mind the testimony of Mr. Fairweather that in - 
flation bears with particular severity upon the Canadian 
National by reason of its relatively low traffic density. 
In Vol. 109 at page 20091 and following, he discussed 
that, and I will not take the time of the Commission 
DO Ot tOL ie. An detail, other than to point out that 
the reasons there given are fairly detailed and have to 
be borne in mind. It will also be remembered that Mr. 
Fairweather demonstrated the points by a tabulation 
which appears at page 20093. Taking two hypothetical 
roads of different traffic density, he demonstrated 
that the road with the lower traffic density suffered a 
greater reduction in net due to inflation than did the 
road having the higher traffic density. That table and 
his explanation will be found at the page I have just 
mentioned, 


COMMISSIONER INNIS: He did not say whether 


the people on the road of a lower traffic density suffered 


more than the people on the road with the higher traffic 
density? 
MR. O'DONNELL: In the way of service? 
COMMISSIONER INNIS: Yes. 
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MR. O'DONNELL: Well, I don't remember off 
hand. I think he was just pointing to the railways' 
problem rather than to the problem of people on the line. 
Undoubtedly the people on the line won't get the 
same intensive type of service as they would if 
they were on a high traffic line, the main line from 
Toronto to Montreal, for instance. 

When Mr. Evans suggested at page 20348 to Mr. 
Fairweather that the traffic density per mile of line 
measured in net ton miles of the constituent lines of 
the Canadian National, had increased by about 90% since 
1917, as against an increase of 37% in the same term 
for the Canadian Pacific, Mr. Fairweather stated at 
the following page, 20349, in part:- 

daa asor 1c does not -.vitiete 
in the slightest degree my general conclusion. 
I do not know quite what it would mean. If 
you are leading from that to the inference 
that at some time in the reasonably foreseeable 
future we would overtake the traffic density 
of the Canadian Pacific, I would differ....." 

Then at page 20359 he said in part:- 

"That is one of the reasons why I 
say that the Canadian National outlook is 
not, under this capital revision, by any 
means a feather bed," 

At page 20373 again, in part he said:- 

"But the main point I wish to make 
in this submission was that there are 
inherent differences between the 
earning capacity of the Canadian National 
and that cf the Canadian Pacific arising 


out of the difference in traffic density 
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and that is very substantial in peacetime, 
and I would not want that fact obscured, 
because it is a very substantial thing. All 
you have got to do to prove it is to con- 
Sider this figure of 2383 miles additional 
railway that we have to operate for the 
same traffic density. You cannot operate 
a railway today at less than somewhere around 
$3,000 a mile and you see there you get 
$20 million difference. We have the burden 
of that operation without any off-setting 
revenue ", 
Now, that statement was made by a man who has 
had very close connection with this problem for well 
nigh forty years, and I think we can take it for 
granted that he knows the situation of which he speaks. 
Now, Mr. Fairweather said, again speaking 
of the extent of the relief sought by the Canadian 
National's proposal (and I quote again, page 20370):- 
" ,.ee.the relief that should be granted 
to the Canadian National if you wanted to 
look at it from the point of view of exact 
parity with the Canadian Pacific in all its 
aspects, would have to be much more substan- 
tial than is here asked for. We have not 
asked for any more reduction of our fixed 
charges than will give us a reasonable 
chance of avoiding deficit operation. That 
is the modest position we have taken,’ 

Now, on this point, Mr. Cooper said in Vol. 


115, page 20917: - 
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"My opinion is that by and large the 
Canadian National Railways would always be 
in the order of about $20 million less in 
net income than the Canadian Pacific after 
the President's proposals had been put into 
effect, whereas there was an implication 
left, it seemed to me, in the evidence given 
by these two gentlemen - - * 
(He is referring to Mr. Northey Jones and Mr. Norman) 
"..e..that the reverse would be the 
Situation, and I am trying to make that 
Cisse Lo would not be the Situation; the 
Canadian National will never earn as much 
as the Canadian Pacific in my opinion." 
Mr. Cooper also said on that point at page 
20894; - 
"If the fixed charges of the Canadian 
Pacific and those of the Canadian National - -" 
(the word "National" is obviously left out in the Trans- 
cript):- 
"- - are approximately equal, I would 
Say that because of the physical character- 
istics, density of traffic and operation 
of lines in the national interest, the re- 
Sults of operating the Canadian Pacific 
Railway will always be found to be more 
favourable than those of the Canadian 
National," 
And he goes on:- 
"My opinion is that under all fore- 
seeable conditions the Canadian National 
cannot expect to show up more favourably 


than or even as favourably as the Canadian 
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Pacti ie," 


There again, I comment that Mr, Cooper likewise 


has lived with the problem for many many years and knows 


the details both of the Operations of the Canadian National 


Beuee it Was set up. in 1923, and he was with the pre- 
decessor companies, 


that. 


the Grand Trunk, in the years before 


Now, add to the views of Mr. Cooper and Mr, 


Fairweather, the formal submission of the Canadian National 


Railways as presented by its Chairman when he appeared 


before the Commission, which appears in Volume 98 at page 


18388, and I quote:- 


(Page 23973 follows) 
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"It is my considered opinion, concurred in 
by the Board of Directors, that nothing short of 
these measures can be deemed adequate treatment 
of the capital structure of Canadian National, 
These measures, if put into effect, should enable 
Canadian National, on the average, to meet its 
fixed charges, including interest cn funded 
debt," 
I would like to stop for 2 moment to consider 
the recommendation of the Board cf Directors, I 
respectfully submit that this considered view should 
not be lightly dealt with, The names of the men who 
are on that directorate appear in the annual reports, 
Exhibit 254 and others, There is a board of seven 
directors, I might mention their names, They are 
Mr, Wilfrid Gagnon, C.B.E,, Montreal; Mr, J. A, Northey, 
Toronto; Mr.H, J, Symington, C.M.G., K,C., Montreal; 
Mr, R, B, Brenan, Saint John; Mr, B, L, Daly, Montreal, 
and Mr, W, J, Parker, Winnipeg, 
COMMISSIONER INNIS: What are the terms of 
office of these men? Have they all been on for some time? 
MR. O'DONNELL: I was just going to comment on 
that, I thought it was of importance, While I have not 
got the detailed Story, which I could get, I would say 
that the chairman, of course, is Mr, Gordon. The 
Commission is fully aware of Mr, Gordon's qualifications, 
After all, he has been deputy governor of the Bank of 
Canada for years, I would say he is a man who knows the 
economy of the country as well possibly as anybody. He 
was in charge of the Wartime Prices and Trade Board and 
that brought him into contact with practically every 
manufacturer from Halifax to Vancouver, They came there 


with their problems, He has had an opportunity, I say, of 
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getting an over-all picture of the economy of the country, 

Apart from that, in so far as the balance sheet 
aspect of corporation affairs is concerned, I submit he 
is very well qualified to appraise that situation and to 
bring very wide judgment as to the possible division there 
Should be between equity and borrowed capital, which is 
the question here, 

1 Chink Mey: Hi, oo. Symington has been on the 
board for approximately fifteenyears, Mr, Symington was 
appointed by order in council P.C, 2352, a copy of which 
I furnished to the Commission, That is his appointment 
as a director in 1936, and he has been there ever since, 
Mr, Symington is a man who has been closely associated 
with railway problems for fully thirty years, He was 
Manitoba's counsel in the 1920's when the fight con- 
cerning the freight situation was going on, He repre- 
sented Manitoba before the Board of Transport Commissioners 
in the 40% Case and before the governor in council, During 
that four or five year period he was very closely associa- 
ted with the problem, 

He is a lawyer and has been closely connected 
with financial matters, He is vice-president of the 
Royal Securities Corporation, a company that has done 
Consideraple . underwriting and financing of public 
utilities, power companies, tramway companies and that kind 
of thing, He is chairman of Price Bros, Paper Company, | 
He has been connected literally with hundreds of companies, 
and I respectfully submit he is in a position to express 
& judgment on a matter of this kind, particularly as to 
the division between equity and borrowed capital, and so 
on, That is the problem which has been discussed here, 
During the war he was Power Controller, and he knows the 


problems of the public utility companies from that aspect, 
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He was president of Trans-Canada Air Lines, I think his 
experience qualifies him to Xpress an opinion cf some 
weight, 

COMMISSIONER INNIS: He would not have much time 
for the Canadian National, 

NR. O'DONNELL: He had plenty of time over a 
fifteen-year period to keep in contact with that. Mr , 
Gagnon is a well known industrialist and business man in 
Montreal, He has been on the Board for fifteen years, 

COMMISSIONER INNIS: Does the Act..call) fan five. 
year terms? What is the term? 

MR, O'DONNELL: It has been mentioned to me that 
Mr, Symington wes in the Grand Trunk law department before 
he got into these other matters, The term of the direc- 
tors will be found in the Canadian National-Canadian 
Pacific Act, 1 Edward VIII, Chapter 25, Section 5 reads: 

"6(1). Shree. of the original directors, 

including the chairmen of the Board of Directors, 
Shall be appointed for terms of three years each 
from appointment, 

"(2) Two of the original directors shell 

be appointed for terms of twoyears each from 
appointment, 

"(3) Two of the original directors shall 

be appointed for terms of one year each from 
appointment , " 

I think the endeavour was to have continuity 
and rotation, 

COMMISSIONER INNIS: Dc they come up for re- 
appointment? 

MR. O'DONNELL: Yes, 

COMMISSIONER INNIS: Every three years, 

MR. O'DONNELL: Yes, Mr, Symington and Mr, 
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Gegnon have been there for fifteen years, I understand 
thet Mr, nies has also been — for about fifteenyears, 
Mr, Northey® qe a very well known industrialist, 

‘Mr, Brenan from the Maritimes is a well known industrial- 
ist, © man whose business judgment is respected, Mr , 

W. J, Parker from Winnipeg is the president of the 
Manitoba Pool Elevators, 

COMMISSIONER INNIS: How long have they been on? 

MR, O'DONNELL: Mr, Parker has just come on, 

I think he replaced Mr, Young, He has been there just 
about a year but these other men have been there for a 
considerable time, 

COMMISSIONER INNIS: What about Mr, Brenan? 

MR, O'DONNELL: He has been there three years 
or five years, I don't know which, 

COMMISSIONER INNIS: And Mr, NortheyWones? 

MR, O'DONNELL: Mr, NdbeHe wise been there longer 
than that. I shall be glad to get the dates, All TI am 
Saying is that the board of Directors of this company 
have endorsed this plan and have said that it bears their 
approval, My understanding is that this proposal and 
the study cf this problem were before the executive and 
the board for months, The executive committee met with 
the committee cf the board, and the matter was before 
the board itself on several occasions, and the plan was 
finally endorsed, It was not anything that was just 
thought up lightly and put forward, It is something 
that has had the very studied consideration cf these men, 
All I say respectfully is that their recommendation 
Should not be lightly treated but should be given the 
Sincere and earnest consideration which I respectfully 
Submit it merits, I think these men know the problem 


with which they are dealing, and furthermore they have the 
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benefit of the deteiled expert personnel of the company, 
It is not a new problem; it has been considered for years 
and years, 

THE CHAIRMAN: In describing the make-up of 
the board you go back to the Statutes of 1932-33, 

MR. O'DONNELL: Tf mentioned that statute just 
how, my lord, because that is where cne finds the term 
of office of the directors, 

THE CHAIRMAN: There has been no change since 
then? 

MR, O'DONNELL: Not in that aspect, my lord, 
Theat is a strange place to fina a 

THE CHAIRMAN: That 1932-33 Act was extremely 
Strange, That is the co-operation statute, 

MR, O'DONNELL: It is very difficult to find, 

THE CHAIRMAN: It is more than that, 

Mr, O"DONNELL; A number of other things are 
dealt with there, It deals with deficits, annual reports, 
and so on, It just so happens, I assume, that they 
wished to enact amendments, and they put that in this 
Statute which has not any specific reference to the 
Canadten National Railweys as such, 

THE CHAIRMAN: Does this Act not create trustees? 

MR. O'DONNELL: The criginal set-up was trustees, 

THE CHAIRMAN: Then you have it as amended? 

MR, O'DONNELL: Thet is right. Now they are 
directors, 

THE CHAIRMAN: The change was made in 1936, 

MR. O'DONNELL: Yes, my lord, A part of this 
Act deals with the corporate set-up of the Canadian 
Netional Railways, Then there are cther provisions which 
deal with co-operation between the two railways, The 


Act that I refer t# is the one passed in 1936, I turn 
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now tc the next item -- 

THE CHAIRMAN: I am Sorry to interrupt. ni 
see that the present set-up was established in 1936, 

MR. O'DONNELL: Correct, 

THE CHAIRMAN: Although the Act is talked about 
as the Act of 1933, It 1s really very different now, 

MR. O'DONNELL: Yes, the Act of 1933 was 
repealed, and we have a whole array of provisions, 

THE CHAIRMAN; The ception says, "This Act 
may be cited as the Canadian National ~Canadian Pacific 
Act, 1933," 

MR. O*DONNELL: That is right, 

THE CHAIRMAN: As a matter of fact, when you look 
into it, so far as the Canadian National set-up is con- 
cerned, it was very Considerably altered in 1936, 

MR, O'DONNELL: That is right, my lord, Instead 
of making the alterations in the Canadian National Railways 
fet itself they were put into this Act, 

THE CHAIRMAN: Yes, I see that. 

MR. O'DONNELL: TI think you will remember that 
the criginal Canadian National-Canadien Pacific Act of 
1955 supplemented in part the recommendations of the 
Duff Commission, I think that is why it is all lumped 
together in that way. Then later on -- 

THE CHAIRMAN; Pardon me a moment, It is the 
recommendations of the Duff Commission in two particulars, 
about recasting the C.N.R. and providing for co-operation, 

MR, O'DONNELL; Generally speaking that is right, 

THE CHAIRMAN; And the co-operation part of the 
Statute has not been chenged? 

MR,O'DONNELL: Offhand I do not think So, my lord, 
There were cther amendments, 


THE CHAIRMAN; To the co-operation part? 
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MR, O'DONNELL: You have the ccnsolidation there 
of the whole thing in the booklet we have provided, 

There were amendments to the Act in 1936, 1939 and 1947. 

THE CHAIRMAN; Including amendments to the 
co-operation part? 

MR, O'DONNELL; Yes, I think So, my lord, 

You have been provided with a consolidation in the book 
that we put together containing the relevant statutes, 

The next matter I come to is under the heading 
of comparability with other railways. That the fixed 
charges of the Canadian National Railways at the present 
time are excessive and completely out of line with those 
of other major railways in North America I submit is 
beyond question, 

COMMISSIONER ANGUS: Would you say comparability 
1s advisable or not advisable? 

MR, O'DONNELL; The Commission has been directed 
in these terms, to review and report on the advisability 
of establishing and maintaining the fixed charges of that 
company on a basis comparable to other railways in Ncerth 
fmerica, Just what the mandete is -- 

THE CHAIRMAN: What side are you on? 

MR, O'DONNELL; I am on this side, that I have 
before me the problem of this railway, which has in some 
respects very special features but which has tc have en 
adjustment that suits it. I do not know exactly what 
Comparability really means when you get down to that. 

The point is there are numerous ways of comparing. I 
am going on to discuss thet, and just what comparability 
means the Commission will have to determine in the final 
analysis, 

COMMISSIONER ANGUS: You have put forward some 


very clear-cut proposals, Are they sailing under the flag 
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of comparability or under the flag of non-comparability? 

MR, O'DONNELL; I think the Commission will 
have to decide what flag they are Sailing under, We 
Say in the final analysis that we put forward proposals 
that will assist us to service a fixed charge of so much, 
and that taking the average over the years we can expect 
to carry on under the proposals we have made, I intend 
to put the view as we understand it and then see how far 
that may lead to other questions that you are entitled 
to refer to as we go along, I say simply that we are 
out of line on one basis at least with other railways in 
North America, 

I think the matter has been exhaustively dealt 
with in the Canadian National submission, Exhibit 214, 
and the Commission will have in mind the fairly detailed 
Study which appears between pages 12 and 64, It is not 
my intention to review in any considerable detail the 
facts and figures which are set forth in the brief as I 
essume they will receive the very cereful consideration 
of the Commission, Moreover the subject was discussed 
in a very complete manner by Mr. Cooper in his evidence 
before the Commission which will be found in Volume 99 
between pages 18537 and 18643, and continuing into 
Volume 100 to page 18663, Numerous exhibits support ing 
his declarations and statements were filed by Mr. Cooper, 
and the attention cf the Commission is in particular 
respectfully directed ts Exhibits 222 tc 248 both 
inclusive, 

With the permission of the Commission I shall 
read briefly from the eross-examination of Mr, Cooper 
by Mr, Covert where I think the situation is pointed up 
fairly clearly, I begin at page 18800, and the reference 


is to the figures that are set out on page 54 cf 
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Exhibit 214, the main brief, 
"Q. You compare the fixed charges, the 
gross revenues and the ratio; --" 
Theat 1s on page 54 of the brief, 
" -- and I think, brought up to date that is 
now 9.43 for the Canadian National; 4,18 for the 
Canadian Pacific, and 4.4 for the Class 1 roads," 
Thet is the comparison of the fixed charges and gross 
revenues and the ratio resulting. 
UA, oYeay 
"Q, So that the position is that the 
Canadian Naticnal's ratio is more than twice 
that of the Canadian Pacific? 
"A, More than twice that of the Canadian 
Pacific and more than twice that of the Class 1 
roads, 
"Q. Then at page 55 you list the five roads 
there? 
ae Yes, 
"Q. And according to these figures, the 
ratio with respect to those five roads varies 
from 7.88 down to 1.89? 
"Ay Yes. 
"Q. For instance, comparing the ratio 
for the Pennsylvania Railroad with that of the 
Atchison, Topeka and Santa Fe System, we find 
that there is a variance in the ratio of the 
two roads to the extent thatone is four times 
the other? 
"A, Taking those particular roads,yes, 
The Pennsylvania and the Canadian National dc 
not show the same disparity as if you took the 


Class 1 roads as a group. On the other hand, 
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1f -you take =~ 
I jump the irrelevant words, 
"~- the road with the most favourable ratio, 
the Sante Fe, then cur position by comparison 
is just that much worse," 

Further Mr. Cooper said: 

"If you compare the Canadian National with 
the Santa Fe by itself, their ratio in 1947 was 
1.89 whereas ours was 10.48, 

"Mr, Covert: Q. If you compare the Canadian 
National, the Canadian Pacific and the Santa Fe 
in 1947, you would have the figures of 10.48, 
4,60 and 1,89? 

MG Overs . 

"Q. Is that not a fairly clear indication 
in itself that there really is no true ratio, that 
the ratics themselves are not comparable? 

"A, That 1s why I took the Class 1 roads 
as a group, 

Pony SY. 

"A, I think that to compare the Canadian 
National with those five large United States 
railroads, you have so much difference in the 
comparative results that it is very difficult 
to draw 2 conclusion, except that the Canadian 
National, by any measurement, is out of line, 
But if you take the Class 1 roads as a group, I 
am Submitting that that is the best thing you 
can do, If there is a better method, I should 
be very happy to produce the figures, But I 
cennot think of any better comparison than to 
take the Class 1 roads of the United States as 


& group and compare them with the Canadian 
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National, In the group you have the good 

and the bad; you have the rich roads and the 

poor roads, By and large you have the United 
States railroads as a whole, By measurement 

the Canadian National Railways is about one-tenth 
of the Class 1 roads; and it is my submission 
that that is the best basis for comparison that 

I can suggest," 

Mr, Cooper was nompardne there the fixed charges 
with the gross revenues, At page 53 to 55 of the main 
brief the Commission will remember that Mr, Cooper gave 
detailed figures as to comparison which the Commission 
will undoubtedly have to consider and review. Then 
at the bottom of page 55 of the brief there is the 
following: 

"It will be noted that on any basis of 

comparison the ratio for the Canadian National 
is completely out of line with other major 
railways in North America," 

As I said, my lord, the matter is so notorious 
and the record is so demonstrative of the very adverse 
Situation faced by the Canadian National in this respect 
that I do not intend to devote any moretime to it. 

The details are in the brief at the pages tc which I 

refer, I submit that both the main submission and the 
lengthy testimony of Mr, Cooper establish beyond any 

doubt what the situation is, and it will be recalled 

that upon this feature he was not challenged, that the 
removal of the entire interest-bearing debt presently 

held by the government, being $760 million, would still 

not achieve reasonable comparability with other major lines 
in North America on the basis cf comparisons of fixed 


charges to gross revenues, 
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COMMISSIONER INNIS: Have you compared equity 
capital as well? 

MR, O'DONNELL; Have we compared it? 

COMMISSIONER INNIS: Yes, 

MR, O'DONNELL; I do not think I have any figures 
other than those in the exhibits to which I shall refer, 
There was a series of exhibits, but I do not think we 
have any detail on the equity aspect of it, 

COMMISSIONER INNIS: One would like to see the 
picture of the whole situation, 

MR, O'DONNELL; I could have that information 
procured in so far as possible and file it with the 
Commission if you would like to heave a Be 

THE CHAIRMAN; The point is that we are asked 
to establish your fixed charges on a basis comparable to 
other major railways, and you have simply shown us your 
Bross revenues and fixed charges, 

MR, O'DONNELL: I am Coming to some other com- 
parisons, I say that is only one of the factors, In 
answer to Commissioner Innis I do not think we assembled 
information to show the division between equity and 
borrowed capital of these other lines, We can do that, 
I do not think we did because frankly we had a little 
difficulty understanding exactly what the word "com- 
parability" meant. We put it on a number of bases, I 
think there are many ways that comparisons can be made, 
We took a number of them and reviewed those, Undoubtedly 
there are others, 

THE CHAIRMAN; When you have done that, when you 
have put it on a number of bases then I Suppose you con- 
clude that the result would justify the reconstruction 
that is outlined in Mr, Gordon's statement, 

MR, O'DONNELL: That is our view, If in the 
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final analysis our proposal is put into effect one 
hundred per cent it would permit us to service the fixed 
charge that we end up with as e result of putting the 
preposal into effect, We think that on the average we 
can earn enough to meet the fixed charges that would 
result from the proposal, and that is finally the way we 
put the proposal tc the Commission, As 2 seiag.. if 
the Commission wishes me to assemble that information I 
would try to get the division between equity and borrowed 
capital for all these different lines, 

COMMISSIONER INNIS: I would rather like to see 
that, 

MR, O'DONNELL: I shall be glad to arrange to 
do 4a, It may take a little time to get it but we 


will be glad to submit it to the Commission, 


(Page 23990 follows) 


+n 


AIO Ry RAR Ghee fog h 


Mes Geeky O9n Gag £4 


Peet “ao SOTVeSe OF Si RENT PSO 2 Gras sae Gone 


SAF Atk pawe Ys lies RS Ae ‘ip 2, 3% 1ake oagndy, 
= VROAoyS arg FA peat RH 24 FARTS GARE coe <5 Mh 
foy fond Rgds AERP Sat Hoe, Se Gals ATS 
“i Uw OF TAPadt BE F098 Bab EObeGRae OSA Gaag Fipeay 
12 £408 7 Eh oO RRRS O68 OF FEROQORS GAA Reg 


sweet at A EBay BO See ie se Se 


Me Ge ‘Eades The Oe . pee ae ae De ae, aks 2o9 . ree BS r 

We NGS ST POSS HAS see ee Ske pag | oe Lit ow 
‘ ~~ ' 

= we & a. 4 aA a j a 

Ore Se Tar Sey eee ras dat bh 


Ww vad oo ate OF Sit “Seaig % CRA PAR ge , a4 08 


- ate 3 : a 4 1 fe - be ae 
SOARED OTe OF Sf 4a Og Beae Se ae ae 
pi J : Roi ie ght LS : a 


i 


- 23990 - Mr. O'Donnell 


Now, my friend Mr. Covert draws to my attention that 
there sre percentage figures now in the record at pege 49 
of the main rief giving the percentage of capitalization 
represented by equity capital end funded debt bub Lts2s nos 
in dollars, 

COMMISSIONER INNIS: How would your proposel work out 
in relation to that? 

Mr. O'DONNELL: I eam coming to that and I would say this 
frenkly, that if efter the Commission hes heard whet we have 
to say there is anything you would like us to find, we will 
be glad to endeavour to get it. It was 96 bit difrTicalt. ta 
know exactly what line to present the case on in the light 
of the direction in the Order in Council] - as to exactly 
whet compsrability was end whet would be considered es being 
the dots that should be submitted to permit a study. It was 
difficult to determine so thot if there is enything else 
that the commission thinks we should provide, we will be glad 
to endeavour to get it, 

To return to what I was saying sbcut Mr. Cooper, I 
Submitted thot the removel of the entire interest-beering 
debt presently held by the government, being $760 ,000 ,O00 
will not echieve reasonable comperability. Now, were such 
edjustment elone - were only that adjustment to be made, 
the proportion of gross earnings of the Canadian Nationel 
required to pay fixed charges would be considerably in 
excess of the Canadian . Pacific Railway Company or 
Class I roeds. 

The Commission will remember the figures which ore set 
out at poge 63 of the Brief where the proportion of gross 
earnings required to poy fixed charges and 9 number of 
other comparisons appear. Mr. doper testified thet in 
effect the proportion of the 1947 gross earnings for the 
Canedian National required to pay fixed cherges was 5.9 per 


cent, thet for the Canedien Pacific was 4.6 per cent ond 
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for the Class I United Stotes rosds it would be 5.03 per 
cent. 

He further said thet the figures for 1948, which 
I think the Commission inserted on the face of the Brief at 
the time, for 1948 would be - Canadion Nationsl Railways 
5-03 per cent; Canedian Pacific Roilway Company 4.18 per cent 
and United States Class I roeds 4.40 per cent. 
Mr. Cooper's testimony in this connection is in Volume 99 at 
pege 18642, 

Now, these figures at the top of pege 63 of the Bricf 
which ere e restatement on the besis that the government 
investment in the Cansdien Netionol was represented by 
capital stock instead of interest-bearing loans (pege 62 of 
the Brief) are ample evidence to the effect thet on odjust- 
ment confined to the bonded indebtedness held by the govern - 
ment will fail to establish Cenadian Netionol fixed charges on 
8 bosis of comperability with those of to other railways. 

Such treatment of the problem would still leave the 
debt in the honds of the public unadjusted end this, alto- 
gcther spart from ony consideration being given to the 
Canadisn Nationsl for the operation of thin troffic lines 
Operated in the national interest. That is, the negative 
capitel burden would be ignored snd no proper allowance 
made to affect it, 

In this connection I say it is pertinent to remember 
the statement made by Mr. Cooper in Volume 115 at pege 
20894. Mr. Cooper there seid: 

"If the fixed charges of the Canadion Pacific 
end those of the Cansdian National sre spprox- 
imately equel, I would say that beceuse of the 
physical characteristics, density of 
traffic end operction of linesin the notionel 
interest, the results of operating the Canadian 


Pacific Reilwsy will elwoys be found to be more 
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favourable then those of the Canedion Ntional." 
I referred to this statement some time bock but I point 
it out at this point because Mr. Gordon's proposal and the 
Canadien National proposal has been put forwerd as on 
edjustment to offset that perticular situation. It is 
designed to deal with the over-all problem and to produce 
@ reosonably acceptable Solution becouse if we dealt only 
with the sccurities that are in the handsof the government 
et the present time, we would, as I Seid, completely over- 
look or not desl with any edjustment of the debt thst is 
in the hands of the public and we would have no consideration 
for the operation of these thin traffic lines which ere 
Operated inthe national interest. 

The claim, as we hed reviewed it yesterday, you will 
remember totalled $1,533,000 ,000 and adjustment, as 
proposed, would accord relief to the extent of 
$1,060,000,000 sna nothing less then thet in the 
considered view of the Cenadian National would be adequate 
in the circumstances, 

COMMISSIONER INNIS: Con you tell us © Little pis 
more about the $760,000,000 When was thot repatriated? 

Mr. O'DONNELL: The $760,000,000 - some major portion 
of it was repatriated during the war. I have not the details 
as to the exect dollers. TI will ury Co find ouby. ids 
heppen to know thet at the present time the government hes 
that omount of securities in its hend - $760,000,000. The 
build-up or order of how it was eccumuleted I have not the 
information. I would be gled to try to get it. 

COMMISSIONER INNIS: It ell came in since the wor? 

Mr. O'DONNELL: Thet I do not know either, Dr. Innis, 
I understend it might not o11 have been since the wor. 
There might have been some taken in prior to the wer but 3s 
a result of the war it became possible forthe government 


to get in under repstriotion financing e considerable portion 


ne) 


r drags ‘. 


‘“ 


d ofdswored 


= : A 


uJ i : 
’ ” her o a ae 
~ s ! "= aa . ta , S43 y — - 
: iow & 28 oot wets oat SietiFata ald of PerctoIot 
‘ ‘ — i”. 
sit se ‘ eee & amet ok ae * aoe aia ~ a > o- 7 , . ay . 
* Oi x abn sorts ls Kae in as to fys 279 oe My Ga sf 79a. 37u6 72 7 
A 
. , 7 
p - $. Ps a4 
‘ a Me a, ee ed oe | Pre ae eee oe) es ee a & ak . _ 2] 
rv Miewtet 28g Syod get foodaora fond tes aisiens! 
: 
ae ee Bae, Sore? Le ; Z 0 P i cm = <: de i 
: vhs tre wa lxettanse sed ton toy mck ae ey 2 Efi 5 2 
| # ‘ @ é 5 
’ 
P : , Fs 4 : oy as - : ¥ ae : ( 
’ a A a a htouns Fhicecoeh ot? 2a8w Leet 69 Soretitest 
x 7 
- - * *. r 7 
' ? , . ; Ps & 4 al eter has fal 74 -¢ if - eis 
ey © 
: . ep tee ora z = as N - . a = a = S35 : 
‘ ify ape Cpe we Pa as Sits F ¥ : f 7 rt 7 S36 | 
agi * Sistaw of vol ore ord > 
mB! ' : 
' 
it Lae Ee Pree Pores eS Fe) ix & ‘ * gh ee 
pr ta a > Fi. o> aie a - & : j 
' i 3 : iit: walt £ Petite os S ot 
: i pag a eet ae ¥ ‘ 
: - a 
3. ES 2 te oh = . 
3 and % hg ae 
»< fe ; } Sod 
: . ee ae eee : F r 
“ . iz : tee 34 3 PJ Py J j 
, ¢ Pehies CO . OE, 7. Fe } + " 
' < & os Faas is ; 
, im $ Se Me ONTO 
- ss Peart ee - pt Z 
ay ‘ #: sf Bieta a: ad r | 
: : ei 
3 ERPS Ain PB os Z ‘ » 
gt fy¥y 
; Keot Kine ae Ot TAETMNOt 
~ = = F =e . er hk: 
ner i upele Sev . Pals ~o + 4 , 
- Fs > 4 fn aout . . a oi oe 
ihe - ee GS cB SS Fine Ad 
*> . % . - ‘ 
ns i ey Pe ee ees ee Ae ap is % 4 
” oe) Rte F eters peer ty z 1 ’ : 3 
F . 2 ite _ aie 
; ; if £233 | setas lab toex, at 2 
“s cc Se ge Px Foye 5 % 7 = aot 
; J Pa te : 3 ; 
' 
: . i ste Feo gece Ff ata e “4 oe 
. ip ges a et tf 7 ea Pyeey t + PU 
coy . Mia eae ee oe eS Kittie + aes ones ; 
: Q i Ud ot Pele se Bivaw 3 :mO Ls args 


- 23993 - Mr. O'Donnell 


of it but that is informotion which con be obtoined either 
by the Commission or by us, if you would like us to try to 
get it ‘but the point, as fer as we are concerned, is that 
et the present time there happens to be in the hends of the 
government $760,000,000. 

If there were more in the hands of the government, 
then that would facilitate dealing with it even more then 
this. I will put it this way: If the government had 
$1,060,000,000 in its hands, the problem would be even morc 
Simplificd because we would exchange on our proposal - they 
would teke equity for that funded debt - they would surrender 
the obligation that colls for e paymentof interest to us and 
receive the shares of the capital stock in exchange, 

That would simplify the situation but it is in view 
of the fact that the government only has the $760,000,000 
in its hends thet we try to get the relief we need which 
we say is $1,060,000,000. We try to get it by this method 
of setting up 9 $300,000,000 reserve or credit which will 
produce the relief thst we say we need. 

COMMISSIONER INNIS: Whot sort of scheme did you 
have before the government got hold of this money ? 

Mr. O'DONNELL: Well, I don't know. There have been 
suggestions through the yeors that en adjustment should be 
made but I do not think it ever got down to the point - 
we have in the record the proposel that Sir Henry Thornton 
mode and I put on the record s mass of detsil of thet kind 
to show through the course of the years the voerious 
spproaches that have been taken to it but I do not think 
it ever got to the formslized proposal such as is now 
Submitted. Nobody in effect had the suthority to eccept 


8 recommendation of this kind on the over-all picture. 
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It was dealt with in bits and pieces and considered from 
various points of view, but it was never submitted in the 
formalized way it is now before your Commission. 

COMMISSIONER INNIS: But you could not have sub- 
mitted it in this fashion unless--- 

MR O'DONNELL: That is right. Mr. Cooper, as I 
remember the evidence, said through the years it was 
impossible to deal with the thing, by reason of the fact 
that in the hands of the public there were considerably 
more of these securities than there are at the present 
time, end he points to the fact that at the present time 
-- and Mr. Fairweather said the same thing -- the problem 
is facilitated to that extent. 

Now, I have reviewed the matter and have referred 
the Commission respectively to the pages in the record and 
in the main brief where the data that was submitted for 
your consideration is to be found. Having reviewed that, 
and having reviewed the proposal at length, having shown 
what the situation is prior to the adjustment, let us 
take 2 look at the situation after the proposal has been 
implemented. 

When we come to the matter of comparability with 
other railways we must look first at the figures which 
state the comparison expressed as a percentage of gross 
revenues. That is what was done there, and those figures 
that we have set out in the brief in part refer to the 
comparison between fixed charges end gross revenues. 

In 1948, ‘the railway's proposal implemented, the 


comparisons would have been 2s follows: 


Conadian National 3.20% 
Canadian Pacific 4.18% 
Class I Roads 4 40%. 


Now, at first glance these figures seem to indi- 
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cate the proposals if implemented would place the Canadian 
National in a more favourable position than that of other 
roads. A comparison of fixed charges to gross revenues, 
however, I say gives no recognition to the disabilities of 
the Canadian National which are reflected in operating 
expenses, and that comparison of fixed charges to gross 
revenues is merely one method of comparing, and it would 
give no consideration or recognition to the disabilities 
of the Canadian National which are reflected in the 
operating expenses. 

The ratio used uses two factors, gross revenues 
and fixed charges. Now, there is a third factor which comes 
into play if the results of one railway are to be compared 
with those of another. The third factor is operating 
expenses. Unless there is comparability in the operating 
conditions which are reflected in operating expenses, then 
obviously the financial results will not be fully compar- 
able, even though comparability exists as to fixed charges 
in relation to gross revenues. That other factor comes into 
play. 

I have presented here through our witnesses a 
mass of evidence to show the Commission the disadvantages 
under which we labour in respect of the operating dis- 
abilities of the Canadian National compared with the 
Canadian Pacific. 

I refer to Mr. Cooper's evidence in volume 115, 
at page 20894, where he stated: 

"If the fixed charges of the Canadian Pacific 
and those of the Canadian National are approximately 
equal, I would say that because of the physical 
characteristics, density of traffic and operation of 
lines in the national interest, the results of 


operating the Canadian Pacific Railway will always be 
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found to be more favourable than those of the 
Canadian National." 

This second basis of comparison I am now referring 
to is generally referred to by railway people, as I said, 
as the operating ratio. If the operating ratio of the two 
railways is approximately equal, and if the ratio of fixed 
charges to gross revenues of the two railways is approx- 
imately equal, then and Only then si emphasize that, 
only then -- will the ena results be truly comparable. 

Now, I cells eta an exhibit which I now 
produce, and which I would ask to have filed as Exhibit 
288, showing the operating ratios of the Canadian National, 
the Canadian Pacific and Class I Roads for the period 
1923-1948, 

EXHIBIT No.288: Statement - Ratio of Operating 

A et Seti i.) RxD apa os to Revenues, 1923-48, 

Ueliehs, CeP.R. and'U.S: Clase I 
Roads. 

MR O'DONNELL: The Commission will see from this 
exhibit that for the period 1923-1948 the average operating 
ratios were, C nadian National 86.87 -- that is the bottom 
figure in the third column of figures, under the heading 
"Operating Ratio" --¢ nadian Pacific 79.71, and the Class T 
Roads 73.47. The ratio for the Canadian National, of course, 
is affected adversely by special operating disabilities 
which we have discussed in these proceedings. If the 
Operating ratio of the Canadian National had been equal to 
that of the Canadian Pacific, namely, 79.71 per cent 
instead of what it was, namely 86.87 per cent, then the net 
revenues of the Canadian National would have been about $20 
million a year greater than they were. Therefore in this 
matter of comparability, my lord and members of the Commis- 
Sion, I submit that it is not sufficient merely to compare 
the ratio which fixed charges bears to gross revenues. 


Regard must also be had to the operating expense side of the 
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picture. In the terms of reference there is no suggestion 
that comparability of fixed charges must be considered only 
in relation to gross earnings. The expense side must also 
be considered. Comparability must comprehend all the 
factors involved in railway operation. 

In this connection the Commission will remember 
that I produced Exhibits 236 to 242, which are a series of 
exhibits which study various comparisons of the different 
roads, the Canadian National and the Canadian Pacific and 
the Class I Roads. 

For instance, we have Exhibit 236, which is a 
comparison of the earnings per mile of road operated. 

We have the further comparison of Exhibit Fath 
of revenue ton miles per mile of road operated. 

We have Exhibit 238, revenue passenger miles per 
mile of road operated. 

We have Exhibit 239, freight revenue per ton mile. 

We have also Exhibit 240, revenue per .passenger 
mile. 

Then we have also Exhibit 241, which is the study 
of the ratio of fixed charges to gross revenues of the same 
classifications. 

Then we have further Exhibit 242, which is the 
comparison of the data concerning the five American roads 
that are mentioned in the brief. 

Now, all these exhibits are studies of compari- 
sons of these three groups, the Canadian National, the 
Canadian Pacific and the Class I roads, approached from 


various points of view. 


(Page 24002 follows) 
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THE CHAIRMAN; All right, Mr, O'Donnell, 

MR, O'DONNELL: May it please the Commission, 
I think at the adjournment I had just remarked that in 
the terms of reference there is no Suggestion that 
comparability of fixed charges must be considered only 
in relation to gross earnings, and I said the expense 
Side must also be considered; the comparability must 
“pprehend all the factors involved in railway operation, 

Now, in connection with Exhibit 288 which I 
had just produced, I would ask the Commissicn to be good 
enough to bear in mind when Considering thet exhibit 
the remarksmade by Mr, Cooper concerning the changes 
in operating expenses which have taken place in so far 
as the Canadian National is concerned during the last 
few years, For instance, the matter of depreciation 
accounting, and the additicnal charges to expenses that 
that involves, and which has only come into play since, 
I think, 1941, and that 1s about $5 million a year, 
Then there was the further matter of pensions which Mr, 
Cooper referred to and which have risen from $652,000 
a year to about $11 million 2 year, I mentioned that 
yesterday -- I have not the page reference, Then there 
is also the recent matter of Newfoundland which amounts 
to about $4 million a year and the Temiscouate Railway, 
about $180,000 a year, 

Now, when considering this Exhibit 288 and the 


operating ratios that are set out there, those facts should 


be borne in mind, So that as far as I am coneerned, I 
Submit with deference that it really gets back tc what I 
said yesterday, that Mr, Gordon his Board of Directors 
and the executive officers of the Railway, have given 

this matter their very earnest consideration over very 


long period of time, It is undoubtedly a most complex 
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problem in evaluating 211 these various factors. It 
extends into all the ramifications of railway finance and 
railway operation, . much of which is highly technical. 
Now, having given it a good deal cf consideration for a 
lengthy period of time, and drawing on their knowledge and 
on their experience, using their best judgment and using 

it with the full sense of responsibility: they place 

their recommendations before this Commission for considera- 
tion. 

It would possibly have been settled a long time 
ego if it had been an easy problem. The fact that it 
has persisted year after year, obtruding itself in sc many 
ways into our national etrairs, indicates) I think, some 
of its complexities, But at the present time, with the 
facts as they are, with the securities that are in the 
hands of the Government, the matter is considerably simpli- 
fied so far as the settlement +s concerned. 

Now, it is my respectful Submission, my lord and 
members of the Commission, that in your consideraticn of 
this problem you can well place great dependence on the 
considered views of the responsible end qualified 
executive officers of the railway organization, and on 
the aspect personnel that is available to them for 
the sifting of all the details that go to the study of 
a thing of this kind, As I also said, the measure of 
relief is not a figure which can be determined with 
mathematical exactitude, It will not conform to any 
formula, will not be a statistical average; it will 
represent an opinion based on experience, knowledge and 
on good judgment. That is what I submit respectfully 
you have before you in the proposal as finally presented 
by Mr, Gordon, 


Now, there is one other aspect that I might 


$f apticase4 eee # osuild bea gate ist jo ht 
| ‘Bas Soneitt yewlivt Ae acsi960PAdnie oi Bhi bat Hg 
 igvisidess Heit 62 svtete Yo dékm “pitt iSersa 4 
4 HOY Ho bokeh dbetod 45 boob foan # ot $t tutte atv pwe 


See Ctiietwort eieas ae satiweel bain pouks to Rurtog vipat 


' 7 


2 
on 
x 
eat 
2 
-— 
a7 
4 
rs 
= 
4 
te 
oo 
| 
~ 
or 
~~. 
~ 
5 
ts. 
eT 
=i a 
7 


| + ve. nt ee fs » ee aw ” . : Re i nd 2 a 4 
boig yond ifetiidienagaes t+ eéaea Llu? odd othe aE 
} 
5 Ee oe gee * i ie mi : “ ne - 
abtenw 5% dotesietod ¢f44 ototdd axottabdentisset thond 


, | mat? y 


’ P| t .” - * is ‘ ‘ 
ii bide nee sunk gitiedog Hisiow #T ‘ wih / 
- S$ gkdd t¢o% sa9  tetdode gaae ma ceed bent dP Tf one 
’ 
som .og Af tletth Gilbpwegds zteoy Pesid taey Hetdeteareq ear 


* pei oe ae aay Se ee Swe al a F a a 

a ematitt DT geogneibkt ,éiisTie ishokjen ato oda epew |) 

IS ying " + ive » ee a es ~TY i’ } — * 

fu . ORI? tHetetc ade +¢ Set itiztefqmoos est IW i. 
if Ee FY aiehs sats Misuse - sit gy te : 4¢¢ s yer? 6a adoe § 
, 


PRS UNS § i als Ce ye ee eg Sey iw ee . i: 
~siqhte wiGovomdanad €2 etd oxi! \vtenmioyod stit to dinnd 0 yl 
¢ 3) Pi 


. ia 
Ray: 
‘ 
s j i. ; vy OBS a ee Hn ev Benes SY dt or to - detotr 
ocisbiqes Veeig agatg ftow aad voy dididorg efiy 18 

3 4 ; 8. a 
bot Leds bac etddedoqest ond Yo B¥edy Betebtedoo | 

ae : ' 

*. hoe sto tdaaulteges yedttaise out fe etoofito evitvosxe | 


K %> ghd id: ot a ced fxd é fF Le Yo ae arty 4 
i" To Stumeon ont eee ‘oes Tox eee weety vo g giay é .- ¥ 
ys “piv! suetiebe Ja ad" dy eotdk obkets a. dow ex PoReey 
A ee i# intr tass. dow. Efe FL voboandsiixe: fe osha aoatitnal a 
ts tépy af ceanetoey) Esstdelyede 3 dee tint peti orate 

b> oghe [WOH ~sortedtieaxs' te fesad sh Bay aa caer en 
yeinlsouqser. 4 toices o 3 Sortie ext dani _-tikeaigbigt bg lao 
dsitisuaty yinary ae Low sige aft aie nis  ostrtoe oft une , 


at le 
4 ‘ - hh so bn ot “i: : 


; , ie ¥S gz , & 
hi sais ae ® 


We i Sefgti T ahpity? Senass vette. ath et é 


_ 


a CS) 
, es Sean ! 


FP 


= ONAOF - 
. Mr, O'Donnell 


mention by way of an approach to the matter, further 
data that is similar possibly to that which is set out 
in these exhibits that f referred to e while ago, 
Exhibits 236-2402, That is this fact, that the Canadian 
Pacific has an advantage over the Canadian National as 
& result of traffic density and as a result of cther 
features referred to by Mr, Fairweather, of about $20 
million a year, Now, that can be translated into a 
figure of about$830 per mile per year of Canadian National 
mileage, The significance of this statement is that it 
expresses in dollars the difference between the operating 
ratics of the two Canadian railways generally speaking, 

Now, ancther test as to the comparability, 
following the implementation cf the company's proposal, 
is that if the proposal of the Canadian National be 
implemented, the rail line fixed charges per mile of the 
C.P.R, would be considerably lower than those of the C.N.R, 
I submit they would be as follows: 

RAIL LINE FIXED CHARGES 
PER MILE 
Pa wen sD $ 687 


C.N.R, System on recapitalized 
basis $ 746 


C.N.R. System on recapitalized 
basis excluding the 
entrusted lines $946, 

Now, I give those figures to the Commissicn as 
another aspect, another method of approaching it or 
endeavcuring to determine what comparability is and 
what comparability means, Those figures were compiled 
by Mr, Fairweather, and I might put on the record, if the 
Commission is interested, the detail as to the manner in 


which the computation is made, 


Mr, Fairweather takes first the Canadian Pacific 
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rail line fixed charges, 1949 (authority -- submissions 
to the Royal Commission), $11,700,000. That figure 

of $11,700,000 is the figure the Board of Transport 
Commissioners said was the proper apportionment of fixed 
charges in so far as rail assets were concerned. Then 
Mr, Fairweather takes the miles of road operated, 17,031; 
the average fixed charges per mile, that is dividing the 
$11,700,000 by 17,031 miles, giving the resulting figure 
of $687. 
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Then, taking the Canadian National System on 
recapitalized basis including all mileage: - 
Fixed Charges - 1949 $48,631,896 
(That figure is found 
in Exhibit 254, page 6) 
Less relief to be granted 


by recapitalization $30,798, 283 $17, 833,613 


Miles of road opera- 

ted - 1949 23,902 
Average fixed charges per 

mile (that is ($17,833,613 


divided by 23,902) $746 


On the other basis, excluding the entrusted 
lines, Canadian National System on recapitalized basis 


excluding entrusted lines:- 


Fixed charges - 1949 (as 

above ) $17,833,613 
Miles of road operated 

in 1949 18, 848 


That is made up in this way:- 


Mileage as above 
Less entrusted lines 23,902 


mileage: Canadian Govern- 


ment Railways 4,349 
Newfoundland Railway __705 5,054 


18, 848 
(I draw the attention of the Commission to the fact that 
the Temiscouata figures have not been included in this 


computation). 
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Average fixed charges per mile 


($17,833,613 divided by 18,848) $946 


That gives the figure I mentioned previously of $946, 

So that on that basis of rail line fixed charges 
per mile, if the proposals of the C.N.R. are put into 
effect, they would be higher than the C.P.R. PREM. E cits 
would be $687; the C.N.R. System on recapitalized basis, 
$746; or if we deduct or exclude entrusted lines, the 
C.N.R. System on recapitalized basis would have rail line 
fixed charges per mile of $946. 

COMMISSIONER ANGUS: Mr. O'Donnell, do you 
think that this proposal that you have described as a 
Simple remedy and as a compromise proposal, has among 
its merits the setting up of the best type of comparabilty 
between the two big railways in Canada? 

MR. O'DONNELL: Well, I think that we have 
endeavoured to approach it from ii-quite a number of 
angles insofar as trying to assess the differences. 

COMMISSIONER ANGUS: Would you consider that 
B fair One? 

MR. O'DONNELL: Well, we consider that the 
proposal as submitted is fair, is reasonable, will give 
us a fair chance to do the job we are supposed to do, 
and that it will not adversely affect the other road 
as it has been suggested it may. That is the considered 
view of all the officers of the company, concurred in 
by our Board; and, as I think the record shows, we 
have approached it from quite a number of different 
angles. If anybody knows what the C.N.R. can do, what is 
its reaction to circumstances, varying and changing 
conditiors, I think the two gentlemen who were here, 
the Senior Executive Officers who have lived with the 


problem for so many years, are the best qualified people 
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that I can think of to assess the situation, and their 
considered view is as given. 

COMMISSIONER ANGUS: I am not quite sure that 
that answers my question, if indeed it is capable of 
being answered. 

MR. O'DONNELL: Well, I am sorry - - 

COMMISSIONER ANGUS: And that is this, is it 
part of the object here to enable the - ordinary citizens 
of Canada to make comparisons between the two railways 
and their results, which will not be misleading? Is 
comparability in that sense one of the objectives, or 
is it something that has been, if you like, disregarded 
because it is not a practicable thing? 

MR. O'DONNELL: I think it puts the comparison 
of the operations of the roads on a very easily assessable 
plane. Now, there are these differences, I agree with 
you, Dr. Angus, that there are other factors. For instance, 
the income tax aspect, that is not in play at all times 
here. But as far as comparing railway operations, net 
operating income is concerned, we suggest that this 
proposal will give a good view of what our comparative 
positions are as to earnings which these two roads 
make from their railway operations. 

COMMISSIONER ANGUS: I asked my question 
partly because of that net operating income. 

MR. O'DONNELL: Yes. 

COMMISSIONER ANGUS: Because non-Government 
railways have to use their net operating income, first 
of all, to pay the interest on fixed interest bonds; 
and then they usually have other securities forming a 
Sort of hierarchy with different degrees of compulsion. 


The main criticism that has been made of your proposal, 
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as l understand it, is that you jump from fixed charges 

to this vague equity stock which exists in large quanti- 
ties aha Pewee payments to the Government are not related as 
percentage payments and so on. Is it desirable in the 
interests of comparability of results, to have perhaps 
income bonds, to have securities that would show what 


was being done with the earnings that might occur over 


and above fixed charges? 


(Page 24010 follows) 
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Mr. O'DONNELL: Well, oll I Bay, Dr. Angugw Gre thet 
Score is this: There might be a company thet would have 
no fixed cherges whatsoever ond thetwould be represented 
solely by equity stock. We say thot we could contend with 
that situation here both in the light of what we ore faced 
with - on the other hend, we say we have assessed thet and 
we soy: 

"We think we can carry and service 2 certain 
percentege of interest-bearing debt. That is 
inherent in the proposal," 

Now, there ore other companies thet have varying types 
of setup. For instence, we have in the Cansdion Pacific 
Roilway's case ordinary stock. We have ordinary stock, 
They have preference stock; we have no preference stock. 

I do not think there is any plece for preference stock, 
We have a certein smount of interest-bearing debt sand 
the balence we have is equity. 

Now, we think that with the setup that we have 
proposed, that is what our particuler trouble calls for. 
We sey we have reviewed it ond we think we can service 
the smount that will be left to bear the interest 
charges ond in so far oes our owner is concerned, the owner 
has the entire equity thet remsins and the ower's equity 
is represented by or will be on our proposel, this equity 
Stock and that permits, in so for as eornings sre concerned, 
® reasonable comperison end an easy comparison with the 
other roads. 

THE CHAIRMAN: Wheat difference will there be between 
this - proposed stock and the stock now held? 

Mr. O'DONNELL: There won't be any real difference, 
It is the same thing. You will remember, my lord, exhibit 
245 ond I have had copies prepsred for the convenience of 


the Commission. I have hed copies of the belence sheet - 
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245, end the income secount prepered for the benefit 

of the Commission. It would record, however, the chenge 
thet has to be recorded in the balance sheet when we 
Switch from interest-besring debt to equity. 

If your lordship would look st exhibit 245, you will 
see there quite readily whst is proposed. We have, for 
instance, the first column. Thoet is the situotion as it is 
todsy. Now, it is proposed to change the interest-bearing 
securities and to increase the equity end the changes that 
are set out there are to record thet situation and if your 
lordship will look then sat the end column, the third column, 
it makes a very much simpler proposition. This, of course, 
takes into effect the Canedian National Railways Securities 
Trust which is 8 separate item I will tolk about later, 

It simplifies the balance sheet considerably and it permits 
of much easier comparison and examinstion and it does away 
in es far as the income account is concerned, with that 
heavy interest-bearing charge which we say has been there 
for yeears ond which is not properly something related to 
current operating conditions end should not be in current 
Operating expenses. 

COMMISSIONER ANGUS: Some of your equity securities 
end stocks represent assets that have no eerning power end 
some of them present sssets that ere expected to have 
earning power? 

Mr. O'DONNELL: That is true. We have taken the over- 
811 picture. 

COMMISSIONER ANGUS: Do you think it is advisable 
to distinguish between those two types? 

Mr. O'DONNELL: The point, Dr. Angus, is that it is 
rather difficult to do. This plan we have, we say, places 
the reilwey in, to all intents end purposes, just es 
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epproached study hed attempted to be made. Over the period 

of years thet this thing covers it is so difficult to 

reach cxactitude on those items end the position is thet 

in the result this plan that is proposed will do justice 

to the railroad and is feir ond reasonable, and, in so far 

98 the owner is concerned, it reflects the position es betWeen 
the owner ond the Company. 

THE CHAIRMAN: In thet case, Mr. O'Donnell, I notice 
there is on item of $4,500,000 capital stock of subsidiary 
compenies operated by the public? 

Mr, O'DONNELL: Yes, My lord. 

THE CHAIRMAN: What is the plight of those? 

Mr. O'DONNELL: They are not affected at all iby the 
proposal, 

THE CHAIRMAN: Whet is happening to them? 

Mr. O'DONNELL: Well, the public that holds them is 
holding them end those various companies - 

THE CHAIRMAN: Are they getting enything for them? 

Mr. O'DONNELL: You mean in the way of a return? 

THE CHAIRMAN: Yes. 

Mr. O'DONNELL: I do not know off hand, My lord, ond 
you will remember thot the company comprises eighty odd 
componies and there sare some of thc shares which ere owned 
by the public. There are not very many items, 

THE CHAIRMAN: There is $4,500,000 worth? 

Mr. O'DONNELL: Yes, 

THE CHAIRMAN: TI suppose they are shores that have some 
per value? 

Mr. O'DONNELL: They have some velue end they heve 
to be reflected in the balance sheet. 

THE CHAIRMAN: Well, does onything ever happen to those? 
Do they ever get any dividends? 

Mr. O'DONNELL: Well, they sre the sheres of the verious 
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constitucnt companies and I Suppose that if the various - 

THE CHAIRMAN: Are they still keeping alive and active? 

Mr. O'DONNELL: Yes, my lord, I think sO, and we 
report onnually on 2 consolidated basis but those different 
compenics all have to have their own accounts kept and there 
is 2 minority interest which cannot be prejudiced. We 
cennot treat them unfoirly. For instance, you will see, 
my lord, if you look et Exhibit 254 on pages 32 and 33 
thet there are a number of these companies, some portion of 
the capital stock of which is held by the public. 

THE CHAIRMAN: Would you just nome 9 few of them to me? 

Mr. O'DONNELL: Well, the Montreal Werehousing Compony. 
I am informed thst thet is about the only one that does 
get 3s dividend 

THE CHAIRMAN: Are any of them railways? 

Mr. O'DONNELL: Yes, there is the Canadian Northern 
Quebec Railwey Company wherethe public owns $384,900 in 
round figures end my understanding is that thet is not 
of ony real value. There sre nine, if my count be right, 
on the face of page 32, 

THE CHAIRMAN: Do these shareholders ever become 
articulate? Do they ever say anything or askany questions? 

Mr, O'DONNELL: Well, they are not shareholders of the 
C-nadion Notional Roilweys, 

THE CHAIRMAN: I know they sare not. 

Mr. O'DONNELL: And, I do not know - I have never been 
to any of the meetings - 

THE CHAIRMAN: Their roilway has become eo subsidiary 
of the Canedien Netionol? 

Mr. O'DONNELE: To all intents ond purposes. 

THE CHAIRMAN: Well, you call it so? 

Mr. O'DONNELL: Yes, 

THE CHAIRMAN: You never hear from them? 
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Mr. O'DONNELL: Well, most of them ere worthless, 
They have to be kept for purposes of the record - their 
accounts have to be kept. They ore operated by us. 

THE CHAIRMAN: That is 211 the interest you have in them? 

Mr. O'DONNELL: We operete them as best we cen, 

THE CHAIRMAN: So for as the shares are concerned? 

Mr. O'DONNELL: Yes, my lord. There is that minority 
interest in some of them thot cannot be disregarded and 
until thet minority interest Surrenders its holdings, they 
ere shareholders ana they have got to be trested Pearly. 

COMMISSIONER ANGUS: Mr. O'Donnell, if you had finenced 
or had 3 capital structure that had no fixed charges saying 
simply "This is a government road. The government isowner. 
The government has assumed responsibility for these bonds in 
the hands of the public. We have given them capital stock 
in exchange; that is our only security." Supposing that hod 
happened would not you then defend that setup on the ground 
that it eliminetes false comperability thet here you have 2 
government railway that is clearly distinguished from > 
private railwey and that shows the real effects of what 
a government railway is. That is the wey it would be 
defended, would it not? 

Mr. O'DONNELL: Thoat might be one way of defending it. 
It may be 2 perfectly proper way to setit up. I do not know, 

COMMISSIONER ANGUS: If we were to find that compsersabil- 
ity was not sdvisable, would not thet be the ottractive 
solution? 

Mr. O'DONNELL: Well, the only attractive solution that 
T am outhorized to speok to ond for is the one we hove put 
forward and 311 I am seying, Dr. Angus, is that the men 
who know (I don't know; I am just speeking on what the 
record shows end on winsat I am instructed) - the men who 


know sey that this proposal which is put forward is s fair 
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end real proposal. 

THE CHAIRMAN: And they are not in o position to 
discuss other proposals? 

Mr. O'DONNELL: Other proposals may be discussed and 
I am quite prepsred to try to discuss them, I Suppose therc 
ore numerous ways that one could solve this problem But 
if the Conadian National's solution is asked for, then it is 
2s has been put forward and TI Sey that it has had the most 
careful consideration by us and is @ proposal that we submit 
is the one that should be recommended, 

Now, if other persons have other views, thet is something 
else. No other views have been putforwerd here other thon 
the admonition or warning to the Commission thet in following 
the proposal of the Cenadian Nationel Reilweys it may have 
effects on other persons but there has been no alternative 
view put forward here. This is the only view end the only 
proposal and it is the proposal of the person, the entity 

most concerned, the Cenadion National itself. 

THE CHAIRMAN: I do not know if there was anybody 
before us who was in 3 position to put forward eny other 
proposal. 

Mr. O'DONNELL: That may be, my lord, but, on the other 
hand, 911 I om Seying is that our officers - men, I submit, 
of integrity end judgment and experience, qualified to put 
their view forward - have come in, given you the benefit 
of their help so far as they can. They have said why they 
think this is 23 reasoneble proposal. 

THE CHAIRMAN: Do you think that senybody before us 
mey been sctuated by this porticulor clause in the Order in 
Council? What I mean to Soy is this: You must olways read 
the Order in Council in its entirety end these particular 
commitments ere not to encroach upon the Senerality of the 
terms of the Order in Council so thot even if that Clause (c) 


of poragreph 2 were not there, you would still be permitted 
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in the very general instructions you have received to go 
into this? 

Mr. O'DONNELL: I think so, my lord, end it so happens, 
as far os I am concerned, that our proposal meets both 
accounts. It meets the submission under the general powers 
given to the Commission end it slso meets the submission 


under the specisl powers under subsection 2(c). 
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The proposal that we put is the view that our 
officers and our company feel is the best they can devise, 
and we say, or they Say, that if they get that proposal 
implemented the results that they expect are as they have 
testified to here. 

COMMISSIONER ANGUS: It might well be the best 
that could be devised without having the virtue of com- 
parability, or even in Spite of suggesting some false 
comparisons, it might still be the best. 

MR O'DONNELL: I think it is the best any way 
you look at it; that is my appreciation of it. 

COMMISSIONER ANGUS: (Can you at all discuss 
whether it has that particular merit of establishing a 
useful comparability between the two railways 

MR O'DONNELL: Well, it depends upon what one 
understands by comparability. Now, we have given the 
Commission comparisons, six or seven or eight or more, 
taking various aspects of railway operations and various 
aspects of railway finance. We have looked at it from 
the point of view of operating ratio, we have looked at it 
from the point of view of revenue per ton mile, from the 
point of view of returns per passenger mile, and freight 
revenue -- any number of ways we have approached it, and 
we say that, depending upon what precise connotation 
is given to the word "comparability", one approaches it 
one way or another; but we have tried to put before the 
Commision quite a number of tests, and we say that on any 
test our plan is fair and reasonable. 

COMMISSIONER ANGUS: For instance, among the many 
merits that you claim for it, there is not the merit or 1% 
Setting up a yardstick for just and reasonable rates. 

MR O'DONNELL: We said that from the very be- 
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COMMISSIONER ANGUS: You have said that very 
frankly. 

MR O'DONNELL: We said that very frankly; we 
said that is another problem. 

COMMISSIONER ANGUS: TI am asking about this par- 
ticular merit. Has it comparability in a useful sense, 
in the sense of helping the general public to understand 
the railway situation? 

MR O'DONNELL: I think it would show to the 
general public that the Operating results of the nationally- 
owned railway were, when not beclouded with issues and 
results of the past eUDOrSs:; even, that’ it ta properly 
organized and properly and efficiently run. It has been so 
Said by the Chief Commissioner of the Board of Transport 
Commissioners, the C.P.R., and numerous other people.) it 
is efficiently and properly run. Yet at the end of a 
Successful year of railway operations as such, without 
having had any Operating deficit, none the less the 
report goes out across the land that the C.N.R. has a 
deficit. Few people understand exactly what the reason 
is, and the merit of this proposal in one respect is that 
it removes that for one thing, and it places the nationally- 
Owned road on a basis where the public can see in so far as 
operations are concerned just how it lines up with the 
other road. 

COMMISSIONER ANGUS: I can see that. Now, the 
other suggestion is, if in a year like a war year, if 
there is such a thing again, in an exceptional year of 
high traffic, you have a big surplus, and the news goes 
out among the public that you have a big surplus, may that 
create any repercussions that are shall we say harmful to 
others? 
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basis of the average over-all year-in-year-out operation. 
In the twenty-seven years that we have here before the 
Commission we have had war, we have had recession, we 
have had depression, we have had inflation -- we have had 
the whole gamut of economic ups and downs -- and we say, 
take the position of the Canadian National, extract the 
war years, extract the depression years or leave them in, 
take those Tables 1, 2, 3, 4 and 5 in the main brief, 
compare the operating results, and you end up ordinarily 
with a deficit of roughly $20 million. In these last 
years, by reason of Newfoundland, depreciation accounting 
and these various other things,Mr. Cooper Says the deficit 
must be in the neighbourhood of $29 or$30 million. Now, 
that is the position we are trying to meet and trying to 
face and trying to prescribe for. 

COMMISSIONER ANGUS: When I asked Mr. Fairweather 
if he would follow that position to its logical conse- 
quence and say that the owners of the railway would be well 
advised to assume all the fixed charges direct and to try 
to lease the railways for $20 million a year, he said, 
"Oh, no, the future is much brighter than that." 

MR O'DONNELL: Now, Dr. Angus, that proposal, 
of course, I think, Mr. Fairweather had in mind as one 
that had been submitted on two or three different occa- 
sions, it had been weighed, and the Senate Committee that 
went into that type of proposal turned it down. Sir 
Edward Beatty presented it and it was a 24 tol vote, all 
parties having gone into that very type of thing. Mr. 
Fairweather said--- 

COMMISSIONER ANGUS: TI am not Suggesting it as a 
g00d proposal. I was Simply saying, does not the evidence 
which you have presented and which you have summarized this 


morning add up to showing that that would be a financially 
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advantageous proposal? It would have that merit, in the 
face of its other demerits; the demerits no doubt out- 
weigh the merits, but haven't you, as far as evidence can 
do it, established that result as a financial proposition? 
. MR O'DONNELL: As far as evidence can do it, 
we have said that, bearing in mind that the C.P.R. is to 
Operate, and bearing in mind that it is the consensus of 
opinion that competition between the two roads is the 
right and proper thing to have, this proposal that we make 
is the fair proposal ana the best proposal we can devise. 

COMMISSIONER ANGUS: When I asked my question 
Just now about Mr. Fairweather's evidence I did not mean 
that we were discussing whether the Proposal was good; I 
meant whether we were discussing whether or not his evi- 
dence has shown that it was financially attractive, and it 
Seemed to me that, placed in that position -- and I hope I 
was not getting evidence under torture -- Mr. Fairweather 
then said, "The future is brighter. We do not take quite 
such a gloomy view of the future. We expect to get more," 
and so on. Isn't that your recollection? 

MR O'DONNELL: You will remember, Dr. Angus, that 
in the very Proposal as submitted, the formal proposal, 
it is based on the possibility, the potentialities; that 
very thing was taken into consideration when the proposal 
was put forward, and it is by reason of the potentialities 
of the property that Something more drastic is not Suggested 
a8 a remedy. The Canadian National admits that it has 
possibilities. I reaq yesterday the section of Mr. 
Gordon's proposal which Summarized the matter; he gaid: 

"It is submitted that by ordinary commercial 

Standards, the entire interest-bearing capital should 
be coverted to equity capital." 

Now, we might have taken that position fairly and reasonably. 


‘ainmaaet « 66 dlanaq Saag becetisaive wt cb 


ca) 


ae ai ga, +1dSKMOGIO AM. COU” 


if paig af aniveos ,.2edd Hisa syed oy 


- 


edd nemeted fatdtdsqmes galt oataigg 
af vnee as et 24 metas ov Meyer > sii he 
i png Fs i? oy arts Fs iV a GS td ofr > ¥ "J 


aq jaed sit fos, fesegorq the? ody et 


i 
: * ; 
rant ~pRUSRA ASOT BS IMO S 
& ne ; 0 Gt y ae ; r” 4 FF Ge Wo 7 Gi L 


DpRare f Gaisiiiatasad 
treme Potts isgouese 8! pnobtod 


hus siemue al gf" 


ol-jparetnd spigas ede ,abrsbatte 


"ted tae: Ga dope aP bepeanne oe 


-24021- Mr. O'Donnell 


We would have had men who would support that, undoubtedly, 
among the--- 

THE CHAIRMAN: Woudd you read it again? 

MR O'DONNELL: Yes, my lord. I am reading from 
Mr. Gordon's formal proposal: 

"It is submitted that by ordinary commercial 
Standards, the entire interest-bearing capital should 
be converted to equity capital. However, in view of 
the practical difficulty in: the way of converting the 
interest-bearing capital in the hands of the public 
into equity capital at this time; and having regard 
to the potential earnings of the Canadian National 
System, which are considerable and may in some degree 
offset the adverse factors here considered; and on the 
assumption that the present imbalance which exists 
between railway rates and railway costs will be 
removed uh 

Now, the plan is put forward with that very thing 
in mind, Dr. Angus, I respectfully submit, that there are 
potentialities there, and that on the average, year in and 
year out,/af this: plan be accepted we can hope to achieve 
the results; and if it were not for the fact that there 
were potentiaz €arnings in the amount that these officers 
assess, they would undoubtedly, I assume, have come forward 
with a much more drastic request; but they say -- and Mr. 
Fairweather has said and Mr. Cooper has said -- "We think 
our proposal is moderate and modest." 

COMMISSIONER ANGUS: If these potential earnings 
materialize, do you think that they will appear as a 
Surplus, when it might be more comparable, to use the word, 
that they should appear as a rate of return on a modest 
equity capital? 

MR O'DONNELL: Well, all I would say to that, Dr. 
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Angus, is that on the evidence the return which we would 
have -- that is, dollars in the till -- whether it be on 
a rate of return basis or on a requirements basis as the 
Board of Transport Commissioners now fix rates -- and 
they are free to fix them either way -- we would always 
have less than the C.P.R. I think that is the point to 
which your question is directed. That is the evidence. 

COMMISSIONER ANGUS: TI was not thinking of com- 
paring it with them; I was thinking more of what it looked 
like to railway companies in general. If you had more 
than your fixed charges you might be paying a dividend, 
and that would be expressed as so many dollars and cents 
per share. 

MR O'DONNELL: And the directors would have at 
that time, being faced with earnings, to do what was the 
reasonable and fair thing to do with them, just as the 
directors of other railway companies would do with them, 
whether they would plow back into the property a certain 
amount, or declare a dividend, or hold it in the treasury. 

COMMISSIONER ANGUS: Tf you declare a dividend, 
haven't you got so much equity stock there that you are 
buttering your dividend out very, very thin? 

MR O'DONNELL: Well, does it matter in the final 
analysis if I own all the stock and get all the dividends, 
or if I say the dividend is a dollar a share on a million 
Shares? It comes to the same thing in the end result, as 
far as how many dollars I have in my pocket. It doesn't 
matter how many pieces I cut the apple into, it. is 
still the one apple, and that is all this equity stock 
amounts to. We have the same equity behind it, whether we 
divide it into the number of shares that it is proposed to 
be divided into by the plan or whether we leave it as it Las 


the same equity is there. 
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COMMISSIONER ANGUS: From your point of view it 
does not matter in the least. From the point of the public 
a very low rate of dividend on a very large mass of stock 
might look shall we Say less like properity than a rate of 
dividend per share that compared with that of other ailways. 

MR O'DONNELL: Well, I don't know. 

COMMISSIONER ANGUS: Would that type of compar- 
ability be worth having or not? 

MR O'DONNELL: Well, I say that in the ena 
result, in so far as earnings that are available are con- 
cerned, the owner is the beneficiary. 

COMMISSIONER ANGUS: Oh, yes. 

MR O'DONNELL: And whether he takes 10; TP 4 
dividend be declared, on the basis of SO much a share on 
SO many Shares or on the basis of so much a share: on so 
many more shares, or whether he Just gets a lump sum pay- 
ment, that in the final analysis does not affect him, and 
I do not think that it affects anybody else. 

COMMISSIONER ANGUS: No, but if you follow that 
lige of reasoning this whole recapitalization does not 
matter very much. I thought that we were bringing in 
morale, imponderabilities, comparability, what the public 
would think -- 211 those various things. 

MR O'DONNELL: Approaching it from all possible 
angles, yes. We think it is the best devisable proposal, 
and we would only be dealing, in so far as any Surplus is 
concerned, with what there would be left after we paid our 
fixed charges as they are on the basis of this; and whether 
that be divided into a smaller or a greater number of 
shares, I do not think, honestly, Dr. Angus, that that 
affects the position. 

COMMISSIONER ANGUS: At any rate, it is indifferent 
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MR O'DONNELL: TI think SO, yes; but the proposal 
as put forward is not indifferent to me. I Say that that 
is the best solution we can devise. 
Now, I simply end up by saying on this point 
that as far as the Canadian National is concerned, on the 
basis of the earning power which its officers assess and 
See and contemplate in the future, we could earn and 
Service the debt, the fixed charge debt, which would 
result if and when the proposals were put into effect, 
and I submit in all earnestness that this proposal is the 
best one we can devise, and it is put forward on that 
basis, that it will solve the troubles, all those impon- 
derables being taken into consideration, the imbalance 
in rates and costs and the potentialities for the future 
and the other item that Mr. Gordon mentioned in the 
proposal. 
Now I wish, my lord and members of the Commis- 
Sion, to turn to another aspect of the matter . We have 
reviewed what the proposal is, what we think it will do, 
what results it will achieve, and then, having had our 
fixed charges adjusted, as we Submit, on this basis as 
fair and reasonable, there is the aspect of maintaining 
which the Commission is also directed to consider. 
Your lordship will remember that 2(c) directs 
the Commission to 
"Review the capital structure of the Canadian National 
Railway Company and report on the advisability, (or 
otherwise), of establishing and maintaining the fixed 
charges of that Company ae 

So we have to adjust them or study the adjustment, and 

then you are also asked to consider and study the maintain- 

ing of them. 

THE CHAIRMAN: Does that word "maintaining" in 
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your mind imply some sort of variability, some sort of 
flexibility? 7 

MR O'DONNELL: [ think there igs flexibility, my 
lord, but it would be Over all to endeavour to keep them 
es €ven keel when once they are properly adjusted. 
We do not want them to get out of line again and have 
trouble, and we have therefore put forward, or rather the 
company has put forward, that other Proposal in the plan 
which is directed to this particular aspect of the 
problem, and that is the maintaining of the fixed charges. 
That relates particularly to the matter of future develop- 
ment lines. 

Now, the Commission will recall that in addition, 
fons Hels Can 

THE CHAIRMAN: That 1S, your 40 and 60 per cent? 

MR O'DONNELL: That type of thing, my lord. 

THE CHAIRMAN: And then your own control 6 i 
whether or not you shall build developmental lines. 

MR O'DONNELL; Yes, and those various aspects. 
So the Commission Will recall that in addition to being 
charged with the duty of reporting upon the advisability 
of bringing about comparability of fixed charges of the 
Canadian National with those of other major railways in 
North America, it was also requested to consider the 
matter of maintaining the fixed charges in @ position of 
comparability. 

In this connection, one further integral part of 
Mr. Gordon's plan, the company's plan, upon which as yet 
we have not commented is that regarding the financing of 
future development lines. It reads -- I quote from volume 
98, at page 18387: 

"(3) Future development lines should be financed 


to the extent of not more than 60% by interest-bearing 
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Securities, the balance to be Supplied by the 
Government against the issue by Canadian National 
of a commensurate amount of equity stock." 

Now, Mr. Fairweather explained the purpose of 
the company's proposal in this respect very clearly. 
Referring to it, he said fyol s 103, p.19170); 

"A. I think that can best be explained this 
way: it has to do fundamentally with the maintenance, 
in the future of 4 reasonable relationship of equity 
capital of the Canadian National to the funded debt." 

THE CHAIRMAN: A reasonable relationship of 
what? 

MR O'DONNELL: of equity capital of the Canadian 
National to the funded debt. The proposal to be put into 
effect and the relationship between the funded debt and 
the equity will be Such as is reflected in Exhibit 245, 
Now, in order to maintain that and not have Lt get. out. of 
line again, this proposal is advanced. 

Then at page 19171 Mr. Fairweather goes on 
to say; 

"If you say, for the sake of argument, that the 
recommendation contained in the Brief is adopted and 
if you pursue the same policy8for finding capital for 
the Canadian National in the future as has been done 
in the past, you immediately start to upset the 
balanee which you have obtained. And this is one 
piece of machinery designed to maintain somewhat of 
a balance. 

You see, we normally get all of our capital as 
interest-bearing debt. And if we get all of our 
capital as interest-bearing debt, no sooner do we 
Scale it down than we have to put additional capital 


into the property, and it is no mean figure. I think 
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it would certainly average $30 millions a year over a 
long period. 

And in the course of time you would climb into a 
position where you would once more have an imbalance" -- 

if all the capital were interest-bearing. He goes on: 

"One of the measures here is, thet if. in the 
building of development line - and I believe future 
developmental lines are going to be necessary in 
Canada - if provision is made that a reasonable pro- 
portion of that cost is provided as equity capital, 
it would be an automatic Safeguard against our 
funded debt climbing to a point which is unrealistic. 

THE CHAIRMAN: Q. Does that mean the Government 

looking after it? 

A. That is all it means. Actually the cost of 
providing facilities is not going to be changed at 
all. But it does have the advantage, I submit, that 
it maintains somewhat of a better balance to our 
funded debt." 

And again at page 19172; 

"COMMISSIONER ANGUS: Q. When you say the 
capital burden is excessive, what you really mean is 
the funded debt? 

A. Yes, that is the point. The language may have 
been obscure, but the intent was the interest-bearing 
debt of the Canadian National should be maintained in 
reasonable proportion, and that unless you adopt some 
measure like this with regard to the future, you are 
going to get yourself into a position where you no 
sooner fix it up than it gets "out of wack", if we have 
no access to capital except through borrowed funds. 

MR O'DONNELL: Q. You musti borrow every dollar 


you put into these lines? 
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A. We can, of course, use our depreciation 
reserves, but once we have done that, when we want to 
use them to buy equipment, they are not available. 90 
it is as broad as it is long." 

THE CHAIRMAN: Well, we will adjourn now. 


---The Commission adjourned at 1:00 p-m., to meet again 
at 2:45 p.m. 
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OTTAWA, ONTARIO 
THURSDAY 
MAY 25, 1950. 


RataleneR NsOeOeNe) GoE 89S I ON 


ARGUMENT BY MR. O'DONNELL (Cont'd.) 


THE CHAIRMAN: Very well, Mr. O'Donnell. 

MR. O'DONNELL: May it please the Commission, 
just at the luncheon adjournment I think I had been 
Speaking of the financing of future development lines 
and of the proposal which the Canadian National has made 
in that connection for the purpose of maintaining its 
fixed charges on a reasonable basis and a better balanced 
basis once they are adjusted. 

Mr. Fairweather referred to and explained the 
matter more fully when he said in Vol. 109 at oage 
20045, in part:- 

"I mentioned previously that unless 

Some such medium as is suggested with 
regard to relieving the railway company of 
a part of the interest burden of its branch 
lines was worked out, and if we assume that 
further development lines are going to be 
necessary in Canada, you will create a 
Situation in which the capital structure of 
the Canadian National would once more get 
out of balance. From the standpoint of 
preserving a reasonable balance between 
interest-bearing capital and equity capi- 
tal I think this provision that 40% of 

the cost of a branch line be provided as 


equity capital is the minimum. 
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"MR. O'DONNELL! Q. ‘That is the sub- 
mission set out at page 51 of the President's 
Statement, paragraph no, 3? 

"A. Yes. I note that United States 
roads have 45% of their capital as equity, 
and if the Canadian National Railways are to 
expand it seems to me logical that at least 
40% of that expansion capital should be 
furnished on an interest free basis if your 
objective is to preserve some sort of 
reasonable stability and comparability." 

Now, later in a reply to a question from 
Commissioner Angus, Mr. Fairweather said to Dr. Angus 
at page 20048: - 

"Well, as I see it, it all revolves 

around this. The Canadian National Railways | 
has a horribly unbalanced capital structure, 
and that is, in the judgment of the manage- 
ment, creating a bad managerial atmosphere. 
It is the opinion of the management that 

that situation should be remedied. Now, if 
it is remedied it must necessarily mean that 
the Canadian National Railways should only 
be asked or expected to pay as fixed interest 
upon investment such an amount as might be 


reasonable in the light of all the cir- 


cumstances. Then I say that if you are 
dealing with an institutuion such as the 
Canadian National that has no access to 
equity capital except through the Govern- 
ment and it has in the past been forced to 
borrow and pay interest upon every bit of 


its expansion, you would have a pyramiding 
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capital structure of the Canadian National 
even if you adjusted it now to a reasonable 
basis, and if in the future all of the capi- 
tal needed for expansion had to be borrowed 
you would have it once again climbing into 
a position of unbalance where you would 
have more fixed interest-bearing burden 
than the general run of the railway industry. 
"I think that is the sum and substance 
of the matter. It does not mean that 40% 
which is to be provided interest free should 
not be expected to earn a return, and I 
may say this, that. in analysing any ex- 
tensions of the Canadian National the full 
cost would be taken into account, and the 
line would be tested by its ability to earn 
a return on all of the investment. That I 
think clears up the point." 

Now, just in connection with that statement of 
Mr. Fairweather's, the Commission will remember yester- 
day that we read, I think, the part of the Canadian 
National Railways Act concerning the stock. There 
cannot be any public issues of stock. 

Now, Mr. Cooper likewise gave evidence 
respecting the question of 40% of capital being secured 
by equity means, and his evidence will be found in 
Vol. 99 at pages 18521 through to 18523. 

Although of course, temporary in nature, 
the acknowledgement by the Government of an indebted- 
ness to the Canadian National in the amount of 
$300 million when drawn upon from time to time as it 
is proposed, will have the .effect of providing moneys 


which, upon proper approval being obtained from Parliament 
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for their expenditure, will obviate the necessity of 

issuing funded securities to the extent of the ackhow- 
ledgement of indebtedness. This sum, in the absence of 

the need for capital expenditures greatly in excess of 

those presently in contemplation will be sufficient to 

look after the capital requirements of the System for 

Some years to come. Mr. Cooper, you will remember, mentioned 
that fact. 

THE CHAIRMAN: Do I understand then that this 
$300 million is to be a diminishing fund? 

MR. O'DONNELL: If drawn upon. 

THE CHAIRMAN: So that your $9 million will 
also diminish - - 

MR. O'DONNELL: It will diminish as the capital 
is used up, and if the capital were used for capital 
expenditures or for the redemption of Obligations in 
the hands of the public, then it would reduce gradually, 
but the debt would be reduced proportionately too through 
the redemption of these securities in that case, or 
would also be reduced if | we did not have to go into 
the market to borrow money to use for the purpose of 
the construction of these lines. So that it works 
both ways. But the $300 million (and that is why I said 
it would be temporary in nature) the availability of 
that money would be temporary in nature, . because ulti- 
mately it would presumably be used up, and so long as 
it was not used up the proposal is that we would be 
entitled at least to the interest on it. 

THE CHAIRMAN: So long as it was intact you 
would get you $9 million? 

MR. O'DONNELL: That is right. 

THE CHAIRMAN: When it went down to $150 


million, you would only get $43 million? 
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MR. O'DONNELL: That is right, but if it got 
down to $43 million or $150 million, we would have had 
the benefit of the other either to pay for the capital 
expenditures or to have redeemed the obligation upon 


which we would no longer have to pay interest. 


(Page ‘24033 follows) 
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Now, implementation of the company's proposals 
for recapitalization will have the result, as the 
Canadian National witnesses said, of accruing to the 
property in some years some Surpluses. The tncontro- 
verted evidence, I Submit, has been to the effect that 
these will not be Substantial, but nevertheless it is 
hoped that there will be some moneys available in the more 
fruitful years. 

While no doubt the directors in the exercise of 
their discretion will feel that all or some portion of the 
surpluses earned should be paid over to the Government, it 
is expected that if the principle enunciated by Mr. 
Northey Jones, for instance, and Mr. Norman is adopted by 
the Board, they will retain to come and go on a dollar for 
each dollar of surplus which is paid over to the Govern- 
ment. That was the principle they enunciated. They 
thought for a dollar paid there should be a dollar plowed 
into the property, and that is a matter, after all, for 
the discretion of the dire¢torss but if that policy, which 
is a sound one, were adopted, then that is the way any 
Surplus which we might have presumably would be used. 

While the company cannot expend those moneys for 
capital purposes without prior parliamentary approval, the 
existence of the moneys in the company's treasury would 
obviate the necessity of Selling bonds to the extent to 
which they are used for capital expenditure as determined 
upon and authorized by Parliament. 

The Commission will remember that under the pro- 
visions of the C.N.-C.P. Act we cannot make any capital 
expenditures without Parliament's consent, so that even if 
we had moneys in the till that could be used we would have 
to get the authorization for their use for capital expend- 


itures before we could use them. 


1 ae 

2fnaogotg a’ yrréqmos and ae rere nia) wot rae 
Ste AEs? ER ee “ee 
3 afd ve Pitmon std bint intw “nonsaentadegs yao 
Ma ate e e 


on ord of ph turtooe to (bliss esszond2w. Leinotdat Astbcowd 


‘ ‘ - a 


: | =OrFneo my ont -eobwiqrue -t ‘ome Srs “8 08 at weg. 


oe nets - Wat 
he apie: ese kr” ‘ia . Meee rs sag k v . . 


oY ted? Josette er? of need ro ~7 mile, I Agerent es bottev ae 
4 ee PR Paha ' f ee Pe a 1 2 . h 4 


on dud ,[é&tsinssgedua as ton [ftw osett — 


a eae Pore $ a One 


atom efit mt eldaftavs seyenom-smos od Ante rend tens eqod 
ress 5 y . . Sie <<2 


- 


eee} . 7 Leth tear ton 
Resi + ue = 40 . «RSet ttle an * 


etesy Inttteuyt 


x ~ * - 4 ~ 4 
: foetexe sid at erotse tih sfz Jdvoh on selirth ‘ 
= . “ 7 
7 Lee ‘Pe ey aks eee nes ; we y ’ » 
‘ ~ t 
. 2 : —~ 7 rs wl a . 
F is to nol so {fe gent io [fiw notgerosth »fodd 
PN She a - fe a aw, : 
— > r tier cot —' c => p - e e be ~ * 2 acT.+. _ — ~ 
Le i se el fl 2s iP! . TOL Ps ¢ bh rv Vw ] } Cj ¢ ad DLL te ’ 2 MITT 56 soaulqrue 
' ie hea ees Ba ee egal, ie ean ae cA td rea) oe oe ae ea tse Lee ; 
r 5 how of ~) > * 4 Ln ge ON Sa 
. fqtonixq off If Pads Heyoeqxs et 
ie glia ba eBe. 2 Cbgi' ch Ser Pee A Wie iar seine ean 
- ‘. oc  % »—> mY pm, *% 7 oe rd | a 
4 - iid i ba i> wil oa f TOT eSSno sD ¥. rmisTO + 
‘ we |e np oF yer - Fr a - Ree ‘ 2M — 
a eh ae a ¢ 
£ ae : 
: . > ' :s van ] 
10 LL oy atese Iw yoo! .bas0@ siz 
Sey ni : , ; Soin aa 
x $ . - . 4 wes r t 
- Bf nok ilaxwe Qo tallos toss 
o) aft a = aay J . alk a. > » 
9 “; . ef «i ~ rr ab pe 
uM Sei A i aye + © j Ter » 2 On 
¢ Pe ee ae” \ ' Foie 
y f Efe hI de teria leq 49 fob ¢ tot souvent 
eae iS ae -: Le = 
Ri oft ieee 2a PSS ee eres 3 ‘ a ; 
- Pt + ~ —_— ‘ ’ ms 4 
; gda +6 “r¢ 3 ; yyuIsde1r" ' ovat 
Fi t . 4 % oe” - ev 25 
- Pes 2 th ge B : Se Lan ' rv . e we 
fis r volied saad f tod sexosyoorthb of? Yo aolieroulth arty 
{ ie % 7 e Nits " £ - ae a 
3 + ‘ - o > 7 
j YEW at g »betaol Tow ,sno poivos 6. f 
2, 7 = 
. ys > raed . teed E 
2 : r ai 
; 4 P " 5 - + , ww “ . aad 
f foow Gf AILS Gq: vse jie ew doldw sulonve 
‘ . 5 Y a be OE ne seas re ry ; fe . “ 
| oD er ; Par ‘ P ae =f pew a 
3 101 z 7 Bosax Chies Yisqmos shag Si iny ; 
eA. i ' $e i “" tesa ay Lee @ “ai 
nen: si ! 
© . , » rm hie > ‘+ + * r * 
iid fev vise ivaq robia deontinw assogqiug tigen ii 
E : te as ‘ ‘ Be a ad ta Kae ’ S 
S ie s 7 
: & | " ee ae oP ae beh oibe 64 —— ie 
: biwo issory ae enngmoeo sft J avartom sis Io somegaixs 
ae LAST be * ‘ ss rs : Ne 
- wet : = se at i oP “ : é 4 
; 
me : is ——— ; . [ ' —— 
F + -Preds t of abaod aaif{ica to ytisesssn. ed? szetvdg 
- ra Ma ae % ) oh i ‘ te ne ‘ be - hy 
‘ F , wy roe” tow ¥ . ‘ . % e. 2 o , 
; boatis stab sistthnsgne lattqse to? set syed dotdy 
; z : Sas setae ~ ey a ' nes 


a germs lite q “ad bes troritue bas noay 


| =o~e edd ebou Fenty fod moMmet la no tpelianod ¢ ent “ 
~% . ; . sig : q Sa +> LAS ~ vis a - i at 
ai > 
- .°» £ettqeo yne wien tomate om don Fee HD orig #0 enorfety 
‘ ; 4 eget ae (ReSy,, ee ees , 7 


TE neve ted oe ,dneanos a' ge ene t ined twodd tw Botus thes 


. aes 
an Ae - 


syed sg boew od biuee deck at Cit ont an axeniom bad, 9m, 


Pe cethas 


toy 


- be eqxe Latiqso 10% oui shady, xy sates Mogitys orl sag of 


sha ee as > oy) 
aA . iy 5 ‘ ea° e cia 
ae a 
a Pa bd 4 


. meds seu ‘ 99. OW, OO% F Pane 
af ‘ere baa neo’ nigh: Res 


| A: eh vee 
7 ' : “Ce yee A 


i] : 
aa 7 


[)?_ a 


~<A al 44 


-24034- Mr. O'Donnell 


Now, the use of moneys accruing from depreciation 
of equipment will ‘also, to the extent that they are 
available, contribute to the maintaining of the fixed 
charges at the level Proposed in the company's present 
Submission, However, without providing for some suitable 
source of funds or for some arrangement to provide the 
financing of future development lines on a basis whereby 
a reasonable amount of equity capital is available, the 
maintaining (using the word in the Order in Council) of the 
C.N.R.'s fixed charges when once adjusted will be im- 
possible, and soon again they will be out of line and no 
longer on a basis comparable to those of other major rail- 
ways in North - America. 

The adoption of the proposals of the Canadian 
National, it is Submitted, will not only achieve compar- 
ability in so far as it is possible to do so on these 
various tests that can be thought of and which have been put 
before the Board, but will also provide the means by which 
there is a reasonable expectation of the company's being 
able to continue its operation in the future without unduly 
adding to its funded indebtedness as adjusted. That is the 
reason for the proposal with respect to the financing of 
the development lines, that if we were a private corporation 
we could go into the money markets and issue equity stock 
if the market were Suitable, but inasmuch as we are not 
allowed to do that, then this proposal is put forward for 
the purpose of maintaining the adjustment once it is made. 

Now I come to the next branch of the discussion 
which I had set out at the beginning, and that might be 
senerally put this way, as to what has been said against 
the C.N.R. plan ana by whom. 

THE CHAIRMAN: Pardon me a moment. On that para- 


graph 3 you have just been discussing -- I have not a copy 
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here -- you added a rider to that which is of some 
importance. 

MR O'DONNELL: Yes. You refer to Mr. Gordon's 
statement that the company would like to exercise or 
express its views as to whether--- 

THE CHAIRMAN: Can't you read it? 

MR O'DONNELL: Yes; I have to find it. 

THE CHAIRMAN: You made it a condition of the 
whole thing, you see. 

MR O'DONNELL: Yes, but I--- 

THE CHAIRMAN: Unless you want to arop iG. 

MR O'DONNELL: No, there is no need to drop it, 
my lord. It is at page 18387 in volume 98. We had quite 
an extended discussion of that at the time, and possibly 
I assumed that--- 

THE CHAIRMAN: No, I do not think we discussed it 
very much at the time. 

MR O'DONNELL: Well, I think we discussed it back 
and forth. 

THE CHAIRMAN: I have been thinking about it 
Since. I would like you to read it again. 

MR O'DONNELL: Yes, I will be glad to, my lord. 
At page 18387, after he had read the proposal concerning 
future development lines, Mr. Gordon then interjected or 
Said this; 

"Mr . Chairman, in saying what I have just said on 
this particular point I would definitely wish to 
emphasize and make clear that there is no intention 
on the part of the Canadian National Railways to 
undertake the construction of any and all railways 
which might in the future be suggested, even if 40 
per cent of the capital were to be provided by way of 


equity stock. The Canadian National Railways should 
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be free to consider on its own merits each 
individual case of developmental line which might 
be proposed in the future." 

THE CHAIRMAN: Well, you see, the point is this, 
since you talk about "even if 40 per cent’ and so on, that 
would mean it would be a Government project. 

MR O'DONNELL: Well, if it were a Government 
project -- as I remember, we had that discussion -- if it 
were a Government project, the Government building a line 
and handing it over to us for management and operation, 
then we would not have to provide the financing; that 
would have been done directly by the Government. 

THE CHAIRMAN: Well, that may be an explanation 
of it. Otherwise it looks rather queer, to have the 
directors of a company telling its shareholders, "We 
won't do this for you." 

MR O'DONNELL: Well, the Government is free at 
all times under the Act to build lines or buy lines and 
entrust them to us, but this is another aspect of the 
operation where the company itself would be doing the 
building, and in the past when the company has done any 
building--- 

THE CHAIRMAN: Supposing the Government thought 
it proper for the Canadian National Railways to do a 
particular piece of building, the Government own all the--- 

MR O'DONNELL: Well, the Government is in con- 
trol in the final analysis, there is no question about 
that, and what would happen to the board of directors I 
Suppose is what would happen to the board of directors of 
any company that did not agree with its shareholders: 
there would be a meeting of shareholders and things would 
be put in the light that the majority of the shareholders 


wanted them to be put. 
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THE CHAIRMAN: Well, hadn't a lot of that sort 
of thing better be left Out, because it is a matter that 
if any case arose would have to be discussed anyhow. 

MR O'DONNELL: Well, I think that is quite true; 
it would have to be discussed. 

THE CHAIRMAN; Between the Government and the--- 

MR O'DONNELL: I think Mr. Gordon was merely 
wanting to say this, that merely because he was putting 
forward that proposal he would not wish it to be thought 
that everybody who came in and Suggested that a line should 
be built--- 

THE CHAIRMAN: No, it is more than thate4t ia 
even if the Government provided the funds. Now, that is 
not anybody's Suggestion. So it would come down to a 
matter between the Government, which is the owner, the 
Sole owner, of the company's stock and properties, and the 
management. I doubt the wisdom of pmaking it a part of 
the --- 

MR O'DONNELL: I can quite see that, my lord. I 
think all Mr. Gordon wanted to do was to put himself on 
record, and he has done that, and the formal proposal simply 
Says that if any future development lines are to be financed 
it should be to the extent of 40 per cent of the--- 

THE CHAIRMAN: They would only be financed if the 
Government consented, 

MR O'DONNELL: That is right, no doubt about that. 

Then the next branch of the argument, my lord, 
which [I thought I might speak of was, having reviewed the 
plan and having seen what the plan in the xestimation of 
the company will do, and the effect which it should produce, 
I now propose to see what has been said against the plan 
and by whom. 

THE CHAIRMAN: Didn't you say a while ago that 
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nobody had any right to say anything? 

MR O'DONNELL: Well, when I said that, my lord, 
I may possibly have been misunderstood. I would not for 
one minute want--- 

THE CHAIRMAN: I am not insisting on it. 

MR O'DONNELL: I would not want for a minute 
that you should think that I was Suggesting that my friends 
the C.P.R. were not entitled to come in and make--- 

THE CHAIRMAN: We hear things said against the 
plan, and we are probably going to listen to more things 
Said against it. 

MR O'DONNELL: Undoubtedly, and under that 
reserve that is the situation. 

I am just now going to Say what has been said 
as at this date at least, and, with the foregoing in mind, 
I would like to review briefly what has been said against 
the Canadian N:tional proposal and by whom. 

To begin with, the provinces, I submit, have 
said nothing against the proposals. In fact they, I think, 
have each in turn Supported it in principle. They have 
Said, ‘Well, we don't know enough about the details to (exe) 
into any study," but they have not been against the plan. 

The only party before the Commission which has 
intimated that the Canadian National proposal should be 
considered with caution -- put it that way -- by reason of 
possible harm which it fears might result to it, is the 


Canadian P cific Railway. 
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Throughout the’ record the Canadian Pecific 
Reilway have protested that they have no objection to 
the capital structure of the Canadian Nationel being ad- 
justed provided they are afforded protection against a 
fear which they, in my view, in their imagination have un« 
warrantedly created. It is Significant, I think, to note 
that no witness with any railway experience or actual 
knowledge as to railway operations and particularly with 
railway operations in so far as the Canadian National is 
concerned was called by the Canadian Pacific. They had re- 
©urse to outside persons who, while they may have experience 
in certain fields, in my submission and with deference, 
Certainly knew nothing of and pretended to know nothing 
about the operations of the Canadian National Railways. 

So that the position may be brought into proper 
focus, I propose to review briefly the record as it stands 
concerning the views which these gentlemen - Mr.Northey 
Jones, Mr, Norman and Mr. Elliott expressed. 

Mr. Northey Jones was the first gentleman called 
by the Canadian Pacific Railway and I propose to refer to 
excerpts from his evidence and make such comments asf 
consider related. Mr, Northey Jones testified in Volume 
111, page 20114 that he had been asked by the Canadian 
Pacific to express his views as an investment banker with 
regard to the Canadian National's recapitalization plan in 
respect of two points - firstly, as to its effect on the 
Canadian Pacific and, secondly, if upon being capitalized 
on the basis proposed the net earnings of the Canadian 
National, after providing for interest on the reduced basis, 
are not required to be used to pay a return on the 
equity capital. Those were the two points which he was 
asked to comment upon. 

Now, Mr. Northey Jones said earlier in his submission 


that it was difficult to oppose recapitalization of an 
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enterprise with regulated rates to bring it into line with 
proper valuation of the property (Vol. 111, pege 20415) - 
that due consideration to earning power past, present and 
prospective and to other relative facts would have to be 
Given. 

Now, as I remember it, anything which Mr. Northey 
Jones may heve said against the Canadian National's pro 
posal can be summarized as follows: he warned against scal- 
ing down the capital structure before very careful study; 
Secondly, he expressed fears that if there was too drastic 
& scaling down, it might result in the Canadian National 
having surpluses and he spoke of surpluses even as exe 
tensive as $60 million after paying $15 million net char-= 
ges onthe railroad's net debt and, thirdly, theoretically 
that if the Canadian National had Surpluses he feared the 
Situation might arise where it might restrict the Cana 
dian Pacific in applying for a rate increase and meke 
its own rates, 

Now, broadly Speaking, these were Mr .Northey 
Jones' fears, Now, let us look at these in turn. Firste 
ly, as to study before Scaling down. He said that thet 
Should be done. I Simply say to the Commission and ask 
the Commission what more careful Studies can it be sug- 
&ested should be made than these which have been explained 
in detail by the most competent and qualified persons 
available as far as the Canadian National is concerned <= 
Mr. Cooper, Mr. Fairweather and Mr. Gordon. Secondly, as 
to Mr. Northey Jones' fears re surpluses =~ on the record, 
I respectfully submit, he is not in a position to bring, nor 
did he attempt to bring evidence of any weight concerning 
the possibility of surpluses. He has not inspected the 
Canadian National Reilways, nor is he in any way familiar with 
its operations. His statements in this respect take him 


right out of the play, so to speak. 
He made no studies (Volume 113, page 20595) and 
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the particular figures used by him as to the possibility of 
the Canadian National Surpluses are, on his own admission, 
purely speculative and Supposititious, 
He assumed (volume 112, page 20446) that if the 
Canadian Pacific Railway is to remain the stendord %*n:> pate 
matters and rates are set go that the Canadian Pacific Rail- 
way can earn after income tax an amount somewhere between 
$47,500,000 and $66,600,000 then, I quote: 
»+ein my opinion (Mr,Northey Jones! opinion) the 
equity 
minimum wage necessary to attract new/capital 
to the enterprise it seems reasonable to suppose 
that the Canadian National with its larger 
System and greater gross revenues, should earn at 
least $50,000,000 a year before income tax." 
He was cross examined by Mr, Covert, page 20504 
and Mr, Covert said: 
"Now, I just wantedto check with you on that as 
to how you arrive at that figure, Did you say, 
assuming rates were such that they gave the 
Canadian Pacific Railway a return of 6-2/3%, that 
would give the Canadian National Railweys: 
gross at least of $50,000,000? Does that mean 
$50,000,000 available for fixed charges? " 
And again: | 
"Q., Now, could you tell us just roughly how you arrived 
at the figure? 
A, Well, I think it would be rough, From 
$500,000,000 of gross revenues of the Canadian 
National, to earn that $50,000,000 (the trans- 
cript there is in error in saying $500,000,000 --) 
to earn that $50,000,000 would be earning just 
10% of gross, which would mean an overall expense 


ratio of 90% and it would seem to me that there 
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"ought to be some -- that that is not cut 

of line to think of a railroad being able to 

operate on a 90% expense ratio, I mean, that 

is one rough way of checking the figure of 

$50,000,000," 

Well, I submit that it is rough indeed, and thatit is 

in no way related to reality, and, on that score, I point 
to Exhibit 254 and to the fact that the operating ratios 

as there set out on page 41 show that in 1948 the ratio 

was 94.6%, That is an error of 5% and that in 1949 they 
Show 95.56 which is about 53¢ error and thatruns into about 
$27,500,000, 

Now, I submit respectfully and with deference to 
Mr, Northey Jones that what he said as to the figures was 
nothing but a hazardea guess or was in direct conflict 
with the evidence of Mr, Cooper and Mr, Fairweather, 

Now, during the course of my cross examination 
of Mr, Northey Jones, page 20587, he was referred to the 
figures $47,500,000 and $66,600,000 used by him in his 
formal statement at page 20446, ‘The evidence is as 
follows; 

"Q. And all this is Supposititious ond merely 

for the purpose of illustration? 

A, Correct, 

Q. It is preceded by the word ‘if! as many 

of your proposals and Suggestions are throughout, 

It is purely argumentative andillustrative? 

A, That is right," 

And at page 20594, referring to the further figures used 

by him in his formal Statement at pages 20447 and 20448 -- 
the figures of $35,000,000 and $60,000,000: “it is a 
Supposition, I take it." , in reply to my questbn: 


"Again you have not pursued this supposition, 
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"and you are putting it forward for the purpose 
of illustrating your argument,” 
And Mr, Northey Jones replied; 
"That is correct," 
Mr, O'Donnell went on tc say: 
"That 18, of course, a4 figure of $50,000,000 on 
$500,000,000 of ercss revenues, and it would 
mean that the operating expenses would ecnsume 
90% and that there would be 10% left over," 
I had just pointed out that there is not any 
10% left over in-1948 ana 1949 on the figures: 
"Q, That is a rough rule of thumb calculation 
but not based on any Study that you have made? 
A. No, 
Q. Then, please tell me if you have made any 
Study -- I assume you have not -- in arriving 
at that figure of $35,000,000? 
A, The figure of $35,000,000 is a derivative 
from the $50 million . 
Q@. Again it is made simply as a matter of arith- 
metic and without any Study of the details? 
A, Without any study of the details but with 
Some estimation of or some consideration of 
what the growth in traffic in Canada may be, 
and some consideration of what economies and 
Savings may be, and some consideration of what 
may result from rates which have been asked for, 
Q. With respect to growth of traffic in Canada, 
I think you said very fairly and frankly that 
in so far as the Canadian National is concerned, 
you are prepared to leave that to the judgment 
of the officers of the Canadian National who have 
full information and details concerning that? 
A vods° (Page 24045 follows) 


‘ a My 
Senin SI tegtt woe - aie ‘oto toni 
"tan srw ulblielagigh 


Tr rei ba ; 1 
bettadt dono’ « te 


q tostase- ‘et a 


% aU. 
Yes oi no sasw ‘(idaho »: 7 > 


2 Mg OAL OE -, ie 
0 B000.02% ta stiinit a 4 Gattizoo Ro * 62 tad vi 


aa 


Divol BL She Jeewhevet eect 10 °000,000, 00c% 
a¢stns> bikvot ‘ecehogxe gatseteqo ed tel? ese . 
" thys Stet Fol ed Bkuow stedd ted bas Roe 
| 12 hoedmtog seut bed 7 : 7 


7) yeotupth ot Ao GHOL ‘bas CHOL “nt seve, dol Aor 


| Aottatvolso @audy to efun Haws 2 ‘et Fos? .9" 
sin swat voy Feet? ytviie qae so bseed tok Hid oo 
OU | 
2} bam oved vor th om Ef6¢ oeaelg aed? 2 : 
wiity tte AL «= Bos eved ‘voy amfese 1 -- yosse ’ 
$000,000.28 %o etygit tedt te 
; witewtde® B &t OOO, 060.288 Yo oat? odT .A 4 
; : , MoLl ld 029 eft mor? re 
=otFes to setdem a eo gigmht eben et gr nhaga-.& ¥ : 
feltoneb ef¥ to diepita Yoo Myodtiw bie of tei . 
oa thy ded altsdeb edd tq. ebuva Yas! FvodsiwW iA | 
l ‘Qo noktetbktnes embe “0 X60 notte: mh tes Sieve 
(od gam &baned | at oftYets At Atworta ant t cite 
; megeTEE” to noldatebisnos eitoet brie 
7 | 


yore To-asitessbiens osoe bate. ,od vem egatvee . 


.~to% badée ased oved ie tite oeitiy mort. dLveot vem 
| pe 0% eee * 
ebexed ob obtietd to Miwots of) foegeet AIIW .p ne 
va sed? vives? Bae yl4iet grov bisa woy. Matt? T 
~batseohoh et Tanoraan wfetbeirsd ont 86, ta? o8 ne 
Waemphbat, afd of tent avast of Semgea ewoe 
‘i oniate ee 
rev: >ehy Leto t dott aAaTSened att td 0 . Rf ’ 


a - Big aiy 
sai Abia eienhas, eitsieb: 


- 24oks - Mr. O'Donnell 


Now, how unrealistic and, with deference again, 
useless, is such a rough computation and a rough rule- 
ofthumb calculation, not based on any study, can, I 
Submit, be readily be seen when one glances at the 
figures shown in the income account, Exhibit 245, page 
6, and when one considers the evidence of Mr. Cooper and 
Mr. Fairweather who Speak with the full knowledge and 
understanding of the facts and the details in play in 
Such computations as have been referred to by Mr. Northey 
Jones, 

I say that his "feard' as to possible surpluses 
are predicated on no valid foundation, that it must be 
regarded as sheer speculation. Obviously he has no real 
knowledge of the extent of Canadian National's operations 
traffic-wise, railway-wise or otherwise, Mr. Northey 
Jones made "no particular study of the Canadian National 
with respect to either its capitalization or the value 
of its property" (page 20460). Presumably in an en- 
deavour to infer that he had some knowledge of Canadian 
National Railways, he made reference to his having come 
into contact with ne? cette asset , I think he said, 
of the Dominion Government when considering a Dominion 
bond issue. That is at page 20452, but he frankly 
Stated under cross-examination that the recapitalization 
of the Canadian National as such "never came up at that 
time" and that no consideration was given whether it should 
be ~ recapitalized or written down . That is on the 
Same page. 

Now, regarding the registration of Dominion 
Government securities for sale in the United States, 
when Mr. MacPherson put it to him that 

>.....having regard to the fact that 


Canada as a nation was on the note you are 
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not as much concerned with the capital 
Structure of the Canadian National System 
aS otherwise you might be." 
He replied: 
"A. ‘That is correct,’ 
That is page 20515. 

Now, a number of times during his cross- 
examination by Mr. Covert he was asked if he had made 
any study of the capitalization of the C.N.R. of Ofiaits 
property as to the proper method of determining the 
capital structure of the Canadian National. Several 
times he was asked this question. The following answer 
given to Mr. Covert at page 20463 may be, I submit 
again with deference, by way of an excuse for his not 
having made such studies. He said:- 

"Well, I think it would be rather 

presumptuous for somebody from the United 
States to say what he thought the Canadian 
Government and the people of Canada should 
Say was a fair return on capital which they 
have invested in this great national enter- 
prise.” 
His failure, I submit, to have gone into the matter more 


thoroughly is pointed up by the following question and 


answer at page 20491 where Dr. Innis asked this question:- 


"Q. Would you care to say how much 
you think the capital should be reduced, 
or how far you go with it? 

"A. I think that is very hard, 

Dr. Innis, unless you make a specific 
I 


ptad yy one. 


I think that was a fair enough answer. He had not made 


any 
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Such study, and his position in this respect is in direct 
contrast, I say, with that of Messrs. Cooper and Fairweather. 
It is not unfair to suggest, by way of summarizing his 
evidence, that he made no contribution whatsoever towards 
enlightening the Commission as to what the recapitalization 
of the Canadian National should be. 

Now, the only positive evidence on that subject 
of surpluses of any reliable weight, I submit, is that 
again by Mr. Cooper and Mr. Fairweather. Their evidence 
has already been commented upon and I will not take time 
to refer to it again at this point. 

Now, as to the third fear expressed by Mr. 
Northey Jones, that if the Canadian National had surpluses 
it might not join the C.P.R. in applying for a rate 
increase were such an increase necessary: I say this 
fear is equally unfounded. Whether the Canadian Pacific 
joins the Canadian National or vice versa, either railway 
is entitled to apply for a rate increase, the circumstances 
JUSGAT Ving Tt. Tb ots: the duty of the Board of Transport 
Commissioners to see to it that just and reasonable 
rates prevail in Canada for all railways under its 
Jurisdiction and at all times, and © motwithstanding any 
views which the Canadian National might have at any time 
in this connection, the Canadian Pacific would be in a 
position to present its case and vice versa, and we are 
Satisfied that the Board, the circumstances justify ing 
it, would, in the exercise of its duty, accord full 
Justice to the Canadian Pacific or the Canadian National 
as the case might be. I submit that this fear is again 
unfounded.Moreover, now, in my respectful submission, 
the fears of the C.P.R. expressed through Mr. Northey 


Jones in its desire for protection, are . matters 
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wholly irrelevant so far as the present reference is 
concerned; and as and when in the unlikely and remote 
future the Canadian Pacific might be adversely prejudiced 
or harmed by any adjustment of the Canadian National's 
capital structure (and this could only be through the 
aspect of making rates) it will be time enough for it 
then to make its complaint in the proper quarter, 
either before the Board of Transport Commissioners or 
Parliament itself. 
Now, on the other hand Mr. Northey Jones, 
it is quite clear I think from his testimony, was of the 
view that the Canadian National is entitled to an adjust- 
ment of its capital structure. I put it this way. He 
was not in any position to prescribe the medicine, 
although he knew the patient was ill. He had only to 
look at him to know that. He could not prescribe what 
he needed to get well, but he did lnow he was ill. One 
has but to read his evidence to be impressed with this 
fact. He agreed, I submit, that the Canadian National 
is entitled to an adjustment of its capital structure. 
Let me refer briefly to some of his statements, for 
instance, in Vol. 111 at page 20419, where Mr. Northey 
Jones bluntly admits that if an investment bamker were 
advising a commercial enterprise: - 
"..e.-as to the proportions of capital 

that should be represented by fixed interest 

securities (and I emphasize the word 'fixed'), 

he certainly would not recommend as great a 

proportion of fixed interest securities as 

is the case now with the Canadian National 

Railways". 
Bow, that is exactly the Canadian National's proposal 


here and the Canadian National's request for adjustment, 
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the adjustment due to that. He would not recommend as 
great a proportion of fixed interest securities as is 
the case now with Canadian National. He didn't know 
how much, but he certainly would not is deiteha what there 
was. 
At page 20487 of Vol. 112, he said, in part:- 
"I agree" (and he is being examined by 
Mr. Covert) 
",..that there should be a recapitaliza- 
tion of the Canadian National. That is, it 
is not maybe for a person from the United 
States to say so, but I mean from the financial 
point of view the fixed interest charge and 
the $1.3 billion is large, and I would have 
no hesitancy in saying that if I were in the 
position of the Canadian National I would 
want a recapitalization; but I am here 
appearing for the Canadian Pacific, and all 
I am saying is that if there is to be a 
recapitalization I would hope that it would 
result in such a fashion that the credit of 
the Canadian Pacific is not hurt thereby." 
And at pages 20489-9090 of Vol. 112 he 
further said to Mr. Covert: - 
"Q. Now, you did say that you agreed 
that the Canadian National should in your 
view be recapitalized? 
‘Aw 268 2 
"Q. That is for two reasons, I 
assume, sir: one, you say that the interest 
on their funded debt is too great based 
on their earning power. Is that one 


reason? 
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"A. I would say that based on their 
past and present earning power it would 
seem that the present fixed charges - -' 


Then there are five or six lines that I think have no 
bearing, 
"= = the charges on the $1.3 billion, 
Some part of them ought to be taken care of 
in some other way." 
The intervening lines I will read if the Commission 
thinks I should. I am not interested in them anyway. 
Then he went on to Say further in the same page: - 
"4eeeeI can perfectly understand the 
management's position in the Canadian 
National, and mine would be the same, that 
I would want my debt and my charges reduced, 
but I think that there you come -= and TI 
think the position of the Canadian Pacific 
has been that they were not objecting at 
all to a recapitalization of the Canadian 
National that would reduce its fixed interest- 
bearing debt providing that there was 
something done which would protect the 
Canadian Pacific, and I do not know just how 
you are going to work that out. That may 
mean that there is some way of providing 
that there will be some return to the equity 
holder in the Canadian National, the same 
Way aS there is some return to the equity 
holder in the Canadian Pacific. 
"Q. Now, you are aware, Mr. Northey 
Jones, that every time the year ends and 


the Canadian National shows a deficit that 
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is headlined in the press throughout the 
country, and that the probabilities are 

that people in the country do not understand 
the funded debt position of the Canadian 
National? 

Paget Raeht. 

"Q. And you would agree that that 
probably would affect the morale of the 
employees of the Canadian National -- would 
you agree with that? 

"A. Well, I certainly think it would 
have an affect upon the morale. I know I 
would not want to see recurring deficits 
in a company in which I was one of the 
managers." 

That is the part I am interested in. Again, in ‘reply 
to Mr. Frawley at page 20557 of Vol. 113:- 

"Q. Mr. Northey Jones, you agree in a 
general way that there must be some recapita- 
lization of the Canadian National? 

ths I would say so, yes, sir. 

"Q. And you, of course, have not applied 
your mind to that problem extensively enough 
to recommend perhaps just what should be 
done in detail? 

"As. That 1s correct, sir. 

"Q. The principal objective would 
appear to be that the fixed charges must 
come down? 

"A. AS expressed in the Canadian 
National plan, yes." 

And at page 20573:(by Mr. Frawley again): _ 
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"Q@. So there is question about getting 
any good to the Canadian people out of rehabili- 
tating the Canadian National, either directly 
or indirectly? 
"A. Wait a minute. You asked me about 
the effect on Canadian Pacific which is really 
what I am here to speak about. 
"Q. Yes. 
"A, Now you jump over and say that there 
is no good at all to the Canadian people 
from recapitalization of the Canadian National. 
That jump I would not take, no. I think there 
is some good to be obtained. I think that it 
is reasonable that the Canadian National should 
have a recapitalization plan." 
Now, I have only pointed to the parts of Mr. 
Northey Jone! evidence that were pertinent to what I 
am discussing. He testified at some considerable length, 
but I conclude by saying that he really did not prescribe 
anything as a remedy for the situaion » although he was 
invited to do so, 
Now, Mr. Norman was the next witness who was 
Called by the Canadian Pacific, and with the permission 
of the Commission I propose to deal briefly with his 
evidence as I did with that of Mr. Northey Jones. 
Mr. Norman's evidence will be found commencing at page 
20609. Mr. Norman's views were very conveniently 
Summarized by him and will be found in Vol. 113 at 
pages 20642-3. He had his views summarized under five 
headings, and I think I might just read those. He 
began by saying: - 
"My views may be summarized as 
follows:- (this is at the end of his formal 
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"(1) That the imbalance between revenues and 
the increased costs of labour and materials 
Should be lessened as much as possible by 
further freight rate increases. 

"(2) That $391 million of interest-bearing 
Obligations held by the Government which 
were issued in connection with the repatria- 
tion from the United Kingdom of C.N.R. 
Securities, should be exchanged for income 
bonds in accordance with the Suggestion from 
Mr. R. C. Vaughan and so reflected in the 
balance sheet, 

"(3) That the acknowledgment of an indebted- 
ness by the Government to the O.N.R. of 
$300 million should not be considered. 

"(1) That future development lines, other 
than those created for national policy 
reasons, Should, like all other additions 
and betterments, be financed in the normal 
commercial manner, and those created for 
national policy reasons financed entirely 
at Government expense and their operations 
Segregated as a Government enterprise until 
they become commercially sound or become 
an integral part of the System. 

"(5) Thata portion of surplus earnings, 
after payment of interest fixed and con- 
tingent, should be retained to provide 
funds for improvements and betterments and 
the balance paid to the Government as a 


return on its equity capital." 


(Page 24054 follows) 
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Now let us examine Mr. Norman's first point: 

"That the imbalance between revenues and the 
increased costs of labour and materials should be 
lessened as much as possible by further freight rate 
increases." 

In connection with that, there is no disagreement 
between us. We agree that the imbalance between revenues 
and costs should be adjusted. It is the function of the 
Board of Transport Commissioners, and we have faith that 
the Board will carry out its function in this respect. 

In any event, the Commission will have in mind 
that the C.N.R. proposal as put before it by Mr. Gordon 
is expressly predicated "on the assumption that the 
present imbalance which exists between railway rates and 
railway costs will be removed by adequate rate increases" 
VGL OIG, py. 18387). 

In the C.N.R.'s proposal, Mr. Norman's first 
point has been expressly taken into consideration. 

Mr. Naman's second point reads: 

"That $391 million of interest-bearing obliga- 
tions held by the Government, which were issued in 
connection with the repatriation from the United 
Kingdom of C.N.R. securities, should be exchanged 
for income bonds in accordance with the Suggestion 
of Mr. R. C. V.ughan and so reflected in the balance 
sheet." 

On the record, what evidence is there to support 
or explain Mr. Norman's selection at this time of the 
figure of $391 million of interest-bearing securities? 

It is in no way related to any reliable computa- 
tion or study by him -- he made none -- of the extent of 
the relief needed by the Canadian National R ilways. The 


figure of $391 million mentioned by Mr. Norman stands as 
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purely an arbitrarily selected figure, in no way related 
to the extent of the claim that is advanced. It is a mere 
grasp at a figure mentioned some years ago under different 
circumstances, in my submission, with other problems in 
mind and with another purpose in view. 

The only inkling as to the reason for his 
Selection of this amount is his reference to a Suggestion 
made by Mr. Vaughan in the House of Commons Committee in 
May 1946 (Vol. 113, p. 20642) . 

AS was pointed out when Mr. Norman referred to 
this matter, it was nothing other than a tentative pro- 
posal as to a possible settlement of a mere portion of the 
problem as it now stands before the Commission. (Vol. 114, 
Pp. 20795-96). It related to a particular parcel of 
Securities of the railway which the Government had in its 
possession at that time. That is four, going on five, 
years ago now. 

Mr. Vaughan's proposal was not acted upon. 
Meanwhile the bigger and broader problem has been made the 
Subject of reference to this Commission and the approach 
to the problem is now on the over-all basis for which Mr. 
Norman's suggestions provide no adequate solution of the 
real problem. 

Mr. Norman's third point was: 

"That the acknowledgment of an indebtedness by 
the Government to the C.N.R. of $300,000,000 should 
not be considered." 

As to Mr. Norman's reasons for Suggesting that 
the Government should not agree to the proposal referred 
to in this point, it seems obvious that he did not under- 
Stand the proposal of the Canadian National. Mr. Norman 
chose to suggest that this acknowledgment was nothing but 


a "subsidy", and a "hidden" subsidy at that, which would 
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provide new money to the Canadian National. 

He completely Overlooked, in my submission, the 
proposal which is that excessive capital burden totalling 
$1,533 million, entailing the payment annually of 
unjustifiable interest charges, and the bearing of 
unjustifiable expenses, was to be settled on a compromise 
basis whereby the Government would dispose of and settle 
the $1,533 million claim of the railway for $1,060 million, 
the $1,060 million to be provided . as we have explained. 

Now, the $300 million is, of course, of that 
amount only because it represents the difference between 
the settlement price really of $1,060 million and the 
amount of railway interest-bearing securities held by the 
Government. It is part of a lump sum figure in an over-all 
compromise settlement of a much larger claim which he 
obviously has not evaluated. 

On the record, referring to the claim, Mr. 

Norman stated -- and I quote his words -- "TI have not 
attempted to deal with these factors" (i.e., "the excessive 
capital burden of $1,533 million on various hypotheses"). 
(0d ©: M35) pws 20628), 

His reasons for not making any study are quite 
immaterial, in ie respectful submission. The blunt fact 
is that he did not do so; and yet quite arbitrarily he 
rejects this integral part of the proposal of settlement 
without having examined its make-up in any way. 

As to his fourth point: 

"That future development lines, other than those 
created for national policy reasons should, like all 
other additions and betterments, be financed in the 
normal commercial manner, and those created for 
national policy reasons financed entirely at Government 


expense and their operations segregated as a government 
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enterprise until they become commercially sound or 
become an integral part of the system." 

That was his fourth point. This point relates 
presumably to that portion of the Canadian National 
proposal dealing with future development lines. Mr. Norman 
has chosen to divide these into two categories -- those 
created for national policy reasons, to be financed accord- 
ing to his proposal entirely at Government expense, and all 
others which he suggests "should be financed in the normal 
commercial manner." 

We have no disagreement concerning Mr. Norman's 
proposals as to the financing of national development 
lines created for policy reasons. The short answer to his 
Suggestion is that the Government has not seen fit to 
acquiesce in this procedure. So long as Government policy 
remains as it is, Mr. Norman's Suggestion is impracticable. 

In the face of the statute presently governing 
the Canadian National Railways, it is difficult to see how 
the railway could "be financed in the normal commercial 
manner" suggested by Mr. Norman (which is presumably by 
offering shares to the public) by reason of the fact that 
the sale of its capital stock, its equity shares, is 
expressly restricted to purchases by the Government. 
Section 5 of the Canadian National Railways Act reads; 

"5. The Governor in Council may declare that the 

Company shall have a capital stock, with or without 
Shares, to such amount as may from time to time be 
deemed expedient. 

(2) All such stock shall, until otherwise 
ordered by the Governor in Council, be vested in the 
Minister of Finance on behalf of His Majesty. 
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Governor in Council has nov, in so far asa T know, seen 
fit to order otherwise than that. 

Moreover, the Commission will have in mind the 
discussion which developed between Mr. Norman and Dr. Innis 
and Dr. Angus when this proposal was being put forth, as 
to which lines would be considered as national policy lines 
and which would be regarded as, or justified from a 
"pusiness or commercial viewpoint." (Vol. 113, p. 20630). 
Commissioner Innis at p. 20665 said: 

"It would seem to me very difficult for the 

Canadian National to draw the line, when there was 
&@ prospect of having to operate Say at 5 per cent 
from a commercial point of view and 3 per cent from 
a national point of view?" 

And in reply to Dr. Angus' question, at p. 20666: 

"COMMISSIONER ANGUS: Q. If a mistake were made 
in the classification, would you correct 14, in. the 
light of experience? I mean, if a railway were 
classified as fully justified and turned out not to 
be Tully justified. 

A. No; I think that the risk is taken at the 
time, like any other commercial enterprise. I think 
you take that risk and you stand by it. If you lose 
you lose. J do not think you can have two bites at 
the same cherry." 

And at page 20667 the following question by the 
learned Chairman and answer by Mr. Norman, again emphasize 
the difficulty of endeavouring to handle the matter on the 
basis suggested by Mr. Norman: 

"Q. . . . Could you apply this system of yours 
with the same facility to the other lines that have 
been taken over? 

A. Not if they become a part of the system 
itseir." 


yeeq , want I # 


Ps bebe? 
bidet 
. mae y s 
wit pais qt oved ftw nates zene) a ee 
teyt 2 Bes aserom .7 ne neemted boqolevob ani rokaeuentp 


¥ 
Mite antes hae |) 


Z af ,dgerot 2uq ayted sow benogorg etrid abate, og net ba Ge 


: the 
asqrl yolleoq Iandfvad 9s bereptaroo ed binoy sont 
' ‘7 be - ae 
v 
6 mort hbeliivsuy to .#s DbebrsgeF od ni vew do tw | 
. : 
» . 
(OfF308 -4 ,EL . fv) *.antequoty {etorommos TO aes sttaud' 
¥ . dead ‘ a b 7 j 7 ; 
:bkee BOG0S .q Ie atont nenotes tamed . 
¥ : be rT ‘ : 
| a Saeed art 
- ond vot SfuetTtib yasv 2m OF mooa Hruow IL ¥ ; 
4 i i y A 
rang mode ,ontl sd@ work oF Lenqisal nerbsnso . 
vA ines seq @ da vee s#pteqe of saived To Fosqeot” - 


woty to ¢mtog Lefotem@oo & MoT? 


+ 


4 ; ia | Uys ty Oe ih i; enmot ite & 


‘ :AGGCS a Fe .netYsoup ‘ svat er: oY ylaet al ‘baa 


iar) 022 Th t 
t : ma Pt sf Saig 7 @ * Us) iS Lee in Woy ‘if 
; : ¢ 
| C ~* c a , 
if “al JOSZNOR HOY vou ,motésolifessio sig mt 
ne > 


ca ‘ 
> “ 
* rr 
+ - r Fi 
- = ri izeuet yiltut d 2 
7 «at 7 
ac 4 t} fete} g t : {3 J ree | nee he Hy Sa ef - 
fat ’ a fl ree. eahe f vs eg foe 
a bity  sairqrogas faloronmos I9hIO LIS Sats) , Sa ky F 
Pe i; : 
: is $ ¢ Sas bin ‘a's etek tr e 
P - $ ‘ . . 2 z Pa . * ’ re F- “Ty ay ? 
i of woy. Tf -|.38 YR BYECR NOY DGE ASLS Yee Se 
:- | 
7" ne 
’ tn esdid owt svad obo voy tring 


598 need eo berieed 


10 316271 ID orld | 
‘ a 


i. 


ae ivo%y to j age ye and ia. BOX Biya , 
gan tt aerido oie ay anttor ona ‘ont 


my) 


-24059- Mr. O'Donnell 


Mr. Norman's proposal, I Submit, my lord and 
members of the Commission, is impractical and unworkable, 
and we leave it at that, with this further statement, that 
it entirely overlooks the reason underlying this part of 
the Canadian National's submission. 

Mr. Norman's proposal otherwise entirely 
omitted to deal with this very important aspect of the 
direction to the Commission, i.e., the maintaining of the 
fixed charges when once adjusted. 

The Canadian National proposal as to the 
financing of future development lines was intended,. 
as I said this morning, as a means of "maintaining" the 
fixed charges of that company on a basis comparable to that 
of other major railways in North ‘merica in the future, 
after the implementation of the adjustment which is pro- 
posed by the plan. 

Now as to the last point mentioned in his formal 
Submission: 

"That a portion of surplus earnings, after payment 
of interest fixed and contingent, should be retained 
to provide funds for improvements and betterments 
and the balance paid to the government as a return on 
its.equity capital." 

This is a matter for the Board of Directors. The 
proportion to be retained and the payment to be made of 
Surplus earnings is something which the Directors of the 
C.P.R. decide, and is something which in our respectful 
Submission can also safely be left with the C.N.R. 
Directors to decide. The shareholders of both companies 
are, in the final analysis, in control of this situation. 
The Directors of both companies are responsible to their 
respective shareholders as to their dividend policy, if and 


when earnings available for dividends have been made. 
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It must be assumed that they will use their 
business judgment in handling matters such as those 
referred to in this last point mentioned by Mr. Norman. 
Under the statutes as they stand today the two Boards of 
Directors are equally free to deal with any surplus 
earnings that may accrue. 

Incidentally, during the war years, the only 
years when there have been Surpluses, the C.N.R.'s 
handling of the matter was its own affair. 

LG did not, however, in the process cause the 
C.P.R. any "harm". The latter Survived its fears, if any 
it had, of the use the C.N.R. might make of the surpluses 
in those years, as we are Satisfied they will in the 
future, even if the situation might arise where the C.N.R. 
had some surpluses. The Surpluses during the war years 
were paid to the Government. There is no bar or prohibi- 
tion against any such payment. Both C.N.R. and C.P.R. 
are on the same footing in this respect. 

As to what might be done in the circumstances 
where surpluses were available to be disposed of, let me 
quote the evidence of Mr. Fairweather (Vol. 111, Dp. 20382)% 

"I think that would be a matter first in the 

discretion of the Board of Directors of the Canadian 
National, and Secondly a matter of concern to the 
Shareholder. You can hardly expect me to say what 
might happen in some hypothetical situation that I 
cannot see as probable although I say it is con- 
celvable. I think it would be a conceivable idea that 
if such a surplus did exist" -- 
they were Speaking there of surplus in the extent of $50 
million -- 
"it would be a reasonable matter for consideration of 


the Board of Directors of the Canadian National 
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Railways to turn over some of it to the Government, 
and if they did not elect to do so I consider it 
conceivable that the shareholder would say to them, 
'Now, we are not satisfied with the way you are 
dealing with this thing and we will have pena a to 
Say about it in our annual meeting.' 

The situation would be handled by the C.N.R. 
Directors with the same freedom for the exercise of their 
business judgment in fulfilment of their duty, as the 
Directors of the C.P.R. handle @ like situation. 

Now, apart from the five points which were listed 
in the summary of Mr. Norman's views concerning the 
proposal to recapitalize the Canadian National, during the 
course of his testimony Mr. Norman expressed certain 
"fear" on the part of the Canadian Pecific as to harm which 
might result to it if the recapitalization proposals were 
carried through. 

For instance, in the formal statement which he 
read at the outset of his testimony (and which I take it 
we can agree had, to say the least, the "imprimatur" of 
the Canadian P.cific), he quoted Section 114 of the Duff 
Report containing a reference to the aggressive and un- 
controlled competition which prevailed during the 1920's 
In this quotation one finds a Statement that "one of these 
competitors was backed by the long purse of the state." It 
Will be remembered that the condition of affairs being 
referred to in the Duff Report was that which existed 
prior to the passing of the C.N.-C.P. Act in 1933, following 
upon the report of the Commission. Mr. Norman's "fear 
was that the proposed recapitalization would place a large 
Sum at the disposal of the government-owned railway. 

At thtis point in his cross-examination even, 


I submit, he haod so completely misunderstood the C.N.R.'s 
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proposal that he was Obviously under the impression that 
$300 million was to be placed on deposit to be drawn on 
at will. He said; 

"I understood they are going to put it on deposit.” 

(VOR. Tie pa err iy 
When challenged that the inference in his 

reference to the above mentioned extract from the Duff 
Report ("backed by the long purse of the state") was, 
"so far as our Canadian Pacific friends are concerned, 
that such competition, unwarranted, would again take 
place," he said (Vol. 114, p. 20760-61) 

"A. Well, my inference there, sir, is that 
conditions might easily arise where the Canadian 
National would have funds to go ahead with capital 
expenditures of this character, when the Canadian 
Pacific would not be in that position because of the 


difficulties of raising money in difficult times." 


(Page 24063 follows) 


‘es 


in ,, eFte 9 a ee 


att 5 atta ail ant 
par) wees ‘od OF sites 


a ere 
Pe pnogeb: IO St aug oF ache os de sec a. : 
qe r cp erly : 


» KEVARS - wel - ON) _ ae Ne, ae ev. 
sid ot .eomserattek ett sien ibegaaltarto nem i" ' 


Aisi odd mort dostixe Dbonotines: exodt ont od . -occurret 1 


seen i("atete ett ‘to eorg: grol sett uo ibeticad”) Hoge ae 


ebsoxsonep sts absptnt otttond datbe aD tH a2 as) os" - 
i ; sitet ategs Divew ,besnent aa uso. tooo done eout 


9 | {19-0d70S .q Hf » Loe) ibten on ",soatq  ~ 
. | 
; gone at ,tke sued? sonoustal yo ,ItewW . A” aot 
asthaas) edd sretw oeive vitae tite anottt ines Play) 


fathers dvtw beorte og of eband «ved fiuew fants sv aly 


geatbsoas) edd aon ,tetosrade ald’ “to penutt haar Me se 
. ot Qo eanpsoed mottigeg dedd at sd don Divow oFitori 


§o seftiveltifp 


¢ i) : mT Phe 

¥ anu Dt Ae 
| A) i.e 

ba J : 


~ <l.003 = 1x, v*% sonnel] 


Now, ir. Nornan was evidently at that point 
Quite oblivious of the terms of the Canacian National- 
Canadian Pacific Act, which it was indicated to him, had 
been enacted for the very purpose of preventing unwarranted 
and reckless competition. 
The following excerpts from the transcript are 
enlightening - Volume 114, Page 20761: 
"THE CHAIRMAN: It (referring to the C.N.-C.F. 
act) is of some importance. Does either 
of you centlenmen interpret that act as 
carrying any restraint upon your building 
new lines or acquiring new lines? 
MR. O'DONNELL: We do, yes, my lord. 
MR. EVANS: I have no doubt that that would be 
intended to prevent a wholesale comp tition 


between two companies; but the point that is - 


THE CHAIRMAN: That is, all kinds of competition, 
including the acquisition of new lines and 
the building of new lines. 

MR. & VaWS: I would think so." 

Mr, Norman's "fears" that the Canadian National 

Railways might have money to go ahead with development 
lines when the Canadian Pacific would not be in that position, 
are thoroughly unfounded. l.oreover, the provision of 
section <1 of the Canadian National Railways Act, placed 
Such matters entirely under the control of Parliament - 

THE CHAIRMAN: Would you repeat that? 

MWR. O'DONNELL: Moreover, the provision of Section 

21 of the Canadian National Railways Act, placed such 
matters entirely under the control of Parliament, without 
whose approval no monies can be spent on this type of 
capital expenditure. 


In this respect, I would refer you to Pages 20762- 
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63-64 and the matter was summarized on Page 20765 by 
me when I.said to the Chairman: 
" eeeeee ely Whole point is that before we 
could build that line we had to go to 
Parliament, and under Section 21 we have to 
get the expenditure approved. Now, that being 
the case, what danger is there? - b cause Par- 
liament, after all, is in control, and our 
friends are free to go there and have their 
representations made, either through members 
or in the Committee, and they have done it 
and do it constantly." 
.@ were referring there to one of these typical lines - 
the Barraute line. 
I further said on Page 20766 regarding unwar- 
ranted competition in the building of new lines: 
"The building (and I am referring there to 


new lines) particularly is what they refer to 


in that paragraph 114 (of the Duff Report) 

and I say since that report in paragraph 114 

the Canadian National-Canadian Pacific Act 

was put on the statute books, and the fears 

of my friends are not warranted. I further 

point to the Canadian National HKailways act, 

and my friend suys he does not like the provision 


of Section 21, that it provides something that 


the Canadian Pacific has not got, but I point 
to the fact that it has been on the statute 
books since 1919, and they have had plenty of 
time in the interval to have it amended if it 
were improper. And I say that under that Act, 
under that Section - 


MR. EVANS: I did not say it was improper, 
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MR. O'DONNELL: Well, you complain that it 

is unfair to your line. 

MR. EVANS: No....." 
and then he goes on to some other remark. 

Obviously, I say, this "fear" missed fire - 
it was unfounded. ‘e cannot build without Parliament's 
permission and approval and Parliament is in control. 
Now, notwithstanding that the transcript goes on to 
Show that when I assumed or hoped that we had convinced 
ir. Norman that insofar as development lines were con- 
cerned there was nothing to fear, right after a short 
recess he came back in the box and the transcript reads 
at Page 20768 - after I was about to lead him onto 
another matter he asked if he might advert to the 
matter we had under discussion just before the recess 
and the transcript reads in part as follows: 

"...eNow, I (Mr. Norman) have expressed the 

fear here, and my fear is that in time of 

distress - which may come; you never can 

tell - if you are in a position of having 

moneyS you can make additions to properties, 

but not necessarily lines; you might order 
new diesel engines, you might add astral 
domes to the tops of your cars, and all sorts 
of things, which the C.P.R. having to go out 
in the open markets for their capital would 
not have the funds necessary to do." 
I said to him: 
"J. That is what you have in mind? 
A. That is what I have in mind. 
Q- Then what I point out to you by way of 
meeting that fear or dispelling that fear is 
that the Canadian National even though it had 


moneys would have to go to Parliament with a 
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budget and have the approval of the expenditure 
made before it could be done; now, are you aware 
of that? 

THe CHatRMaN: Mr. O'Donnell, would that apply 

to all capital expenditures? 

MR, O'DONLELL: Yes, my lord." 

The "fears" as expressed by Mir. Norman are equally 
as unfounded concerning "new diesel engines"..."astral done 
tops...and all sorts of things"as were their unwarranted fears 
concerning the building of branch lines. 

The matter was discussed in some detail on page 
£0770 and following. I pointed out that the fetters which 
were put on the Canadian National as a result of what had 
happened in the 20's were still there; that the Canadian 
National Railways had not and was not asking to have them 
removed; that under the statutes which apply to the Canadian 
National Railways - 

....+.ewe could not spend any portion of the 

9300 million under that section of the Act which 

I have just read either for capital expenditure 

or retirement of securities or any other way 

without having had the budget approved by 

Parliament. In those circumstances I cannot 

for the life of me see what the fear is". 
That is at Page 20770 amd following. I respectfully say 
that there is no fear in this case but the fear itself and 
it is quite unwarranted. 

Now, a further "fear" of hurt to come to the 
Canadian Pocific Railway, speculative and unfounded, solemnly 
put forth, in my submission, as an excuse for denying to the 
Canadian National Railway an adjustment of its capital 
structure, is set out in Mr. Norman's remarks at page 20727 


of Volume 114 where he said in part: 
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" e.eeeL Say there is quite a definite cause for 
alarm Phat if the Canadian National end up with 
substantial surpluses in the one case, if they 
have a free pocket of money to do as they see 

fit with, that must bring about a condition which 

must cause alarm to the C.P.R." 

True, Mr. Norman prefaced this particular remark 
with the words "I cannot speak for the C.F.R." but I ask, 
on whose behalf then he is speaking, called as he was by it 
as a witness? 

Now, I like to use straight language but the 
picture of the Canadian National Railways having "a free 
pocket of money to do as they see fit with" as being "a 
condition which must cause alarm to the C.P.R." is, under 
the law, quite impossible. The safeguards for the protec- 
tion of the C.P.R. against the making of capital expenditures 
by the Canadian National Railways, we have already discussed. 
Parliament is in control of these throughout. Surely the 
Canadian Pacific Railway will have faith in Parliament? 

In the light of the statutes on the books, these 
fears are unfounded. They constitute no reason for denying 
the Canadian National Railway's request for an adjustment, 
and they constitute no reasonfor suggesting that the prop- 
osals which have been put forward by the Canadian National 
Should not be acceded to. 

Now, there was one other "fear" Mr. Norman put 
forward on behalf of the Canadian Pacific Failway and that 
was in an endeavour to have the Commission consider the 
Canadian National Railway's proposal for readjustment as 
something other than the really simple matter which it 
really is when one gets down to the practical aspect of it, 
There was a reference there to the Drayton-acworth Report 
in 1917 in Lr. Normants statement which will be found at 


page 20611. 
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Now, the Commissioners there, the Drayton-Acworth 
Commissioners, were referring to a situation existing prior 
to, and in 1917. It refers to competition with the Canadian 
Pacific Railway which was then provided by the Canadian 
Government Railways, and the possibility of rate reductions 
by the latter in competition with the Canadian Pacific 
Railway which would force it to follow reductions "made 
by the Government Railways on pain of losing the business 
entirely." Those words I have just mentioned are the 
closing words of the extract from Page 45 of the Drayton- 
Acworth Commission which hr. Norman referred to at page 
A0G1I. 

I submit that this extract is quoted presunably 
to araw an inference for the purpose of disturbing the 
minds of this Commission that such danger could arise 
today. I suggest that it would have been well also to have 
quoted the express recommendation in the Drayton-acworth 
Report, No. 35. No. 35 reads: 

"ve recommend that the authority of the 

Railway Commission be extended to include the 

Dominion Railway Companies Systen." 

This latter recommendation was adopted. 

THE CHATRiAN: ‘hich Commission was that? 

Ma. O'DOMNELL: The Drayton-acworth Commission, 
my lord. That suggestion was adopted. The authority of 
the Railway Commission was extended and its functions as 
recommended by Recommendation No. 54 were enlarged to have 
jurisdiction over all Dominion Railways. 

THE CHAIRMAN: The Railway Commission to which you 
refer is the Commission which managed Government railways? 

MR. O'DOM ELL: No, my lord, it is the predecessor 
of the Board of Transport Commissions. at that time it 


WS Known as the Board of Railway Commissioners. 
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THs ChalIRuaAN: What is this that you describe as 
being there? 

MR. O'DONNELL: - "je recommend that the 
authority of the Railway Commission be extended to include 
the Dominion Railway Companies System." And I am suggesting 
to you, my lord - 

TH CHAIRMAN: Up to that time they had not 
the authority? 

MR. O'DONNELL: No, not over the Government 
railways and what the Drayton-Acworth Commissioners 
were saying was that it was that it was possible under 
that set-up whereby the Department of Transport operated 
the Government Railways for them to cut rates that the 
Canadian Pacific Railway would have to meet if they chose 
to compete. 

THE ChaTRMAN: Were the rates fixed by the 
Government Railways in those days? 

MR. O'DONNELL: Well, I assume what the Drayton- 
Acworth Commission said was that there should not be that 
freedom which existed on the part of the Government in 
putting in the rates as it might choose and if the Canadian 
Pacific wanted to meet them, as I say, the Canadian Pacific 
would be absolutely forced to follow any rate reduction 
by the Government Railways on pain of losing the business 
entirely. 

THE CHAIRMAN; Does it mean that sofar as the 
Government Railways are concerned, the freight rates and 
SO on were fixed by the Minister of Railways? 

MR. O'DONNELL: I think that was the situation 
which prevailed prior to that time and in order to protect 
the Canadian Pacific Railway against that kind of thing 
happening in the future, the Drayton-Acworth Commissioners 
Suggested that all Government Railways should be placed 


under the jurisdiction of the Board of Transport Commis- 
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Sioners. That was done. 

THE CHAIRMAN: How does the question arise today? 
There is nobody suggesting that that be undone? 

MR. O'DONNELL: No, my lord, but I am suggesting 
that when this extract from the Drayton-Acworth Report, 
isolated as it is, is put into Mr. Norman's statement, it 
is to conjure up the fear that that type of situation 
might arise again if the Government grants the Canadian 
National the relief it asks for in its present proposal. 
I simply say that cannot happen. The Drayton-acworth 
proposals were acted upon. All railways today are under 
the Board of Transport Commissioneps_all Dominion railways, 
and that that cannot arise. 

THE CHATHAN: Does this control by the Board 
prevent railways from competing in rates? 

MR. O'DONNELL: They file joint tariffs. They 
have their rates fixed by the Board and throughout the 
years since the Drayton-Acworth recommendations were put in, 
that situation has never arisen and with the Board of 
Transport Commission in control I submit it won't arise 
and it cannot arise. 

THE CHAIRMAN: You may submit it won't arise but 
how can you submit it cannot arise? 

VR. O'DONNELL: Well, with the filing of joint 
tariffs - 

THE CHAIRMAN: What is to prevent one or the 
other from lowering its rates? 

MR. O'DONNELL: Well, they have never done it. 

THE CHAIAMAN:Do not you do it right along with 
your competitive rates? 

MR. O'DONNELL: To mest truck, to meet water and 
that kind of thing but not to indulge in rate wars with 


the other railway. That is not done. 
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THE CHAIRMAN: It would be against the spirit, 

I suppose - the co-operation but as a matter of possibility 
it is possible? 

MR. O'DONNELL: Under the statute, as I understand 
it today, that would not happen. 

THE CHAIRMAN: You say it would not happen - That 
is one thing. The point is: could it happen? Would there 
be anything illegal in it? If so, would you go so far as 
to say that it ought to be made illegal? 

MR. O'DONNELL: Well, certainly I would agree to 


that - yes. 
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THE CHAIRMAN: All right, Mr. O'Donnell. 
MR. O'DONNELL: ‘Thank you, my dord. I had 
Just referred, my lord, to the recommendations in the 
Drayton-Acworth Report regarding the placing of the rail- 
roads under the Jurisdiction of the Board of Transport 
Commissioners, and in that connection I found in a book 
entitled "Railway Nationalization in Canada" by Dr. 
Leslie T. Fournier of Princetown University, the following 
passage. The book was printed in 1935, and I would 
Scarcely think that the author had been subsidized 
possibly by the Canadian National to write this parti- 
cular treatise. However, he does Say this at page 
345: - 
"When the majority of the Drayton- 
Acworth Commission recommended Government 
Ownership in 1916 as a solution of Canada's 
railway problem, they stressed the impor- 
tance (1) of Safeguarding the administra- 
tion of the Government railway system from 
political influence, and (2) of protecting 
the Canadian Pacific from unfair competition 
with respect to railway rates. By placing 
the Canadian National under the jurisdic- 
tion of the Board of Railway Commissioners 
the problem of rate competition was satis- 
factorily met, but the problem of adminis- 
tration of a Government railway system 
in a democratic country was more difficult 
to solve." 
And then on the same page is the further statement: - 
"seee.the Canadian Pacific was safe- 


guarded against unfair rate competition." 
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I say that rates are under the jurisdiction 
of the Board, and that there is not much danger of any 
occurrence such as that which might have prevailed 
during the years before the Drayton-Acworth Commission, 
when the Government Railways were Operated as a Department 
of Government and subject to all the pressures that 
were then available by way of dealing with the matter 
politically. 

THE CHAIRMAN: Can you point to anything in 
the Railway Act which puts an end to competition of 
that sort? 

MR. O'DONNELL: I say it places all railways 
over which the Dominion has legislation, under the 
jurisdiction of the Board of Transport Commissioners, 
and the rates are fixed by the Board of Transport 
Commissioners, 

THE CHAIRMAN: Yes, I know the rates are fixe d 
by the Board of Transport Commissioners. 

MR. O'DONNELL: And that as a practical matter - - 

THE CHAIRMAN: But leaves the rates fixed by the 
Board of Transport Commissioners quite a lot of freedom? 

MR. O'DONNELL: There is a certain amount. 

THE CHAIRMAN: And they are not compelled to 
act together? 

MR. O'DONNELL: No, but I think for all 
practical purposes during the years that has 
happened. 

THE CHAIRMAN: They have done it? 

MR. O'DONNELL: Yes, I don't think that 
either one of the railways, with the difficulties 
under which they have all been operating, is going 
to step out at anything like the rate that might 


have been possible under the old set up. 
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THE CHAIRMAN: No, but if there is any fear 
in existence at all (I am not saying that any fear is 
justified) but if there yee be that you might get 
into the position where you could afford to compete 
by these methods? 

MR. O'DONNELL: Well, I don't think either 
of them could, either railway can afford to compete 
for lt. 

THE CHAIRMAN: No, that I Say the fear is 
you might become able to. In that case it will be 
asserted to us that there is no law to prevent you, 
notwithstanding what the author gays there. 

MR. O'DONNELL: Right, I think that that is some - 
thing that might have prevailed during the days before. 

THE CHAIRMAN: And it may be worthwhile to 
inquire whether it would be advisable to amend the Act 
in any way to prevent it. You say you would not object 
to any amendment because you say it would not occur. 

MR. O'DONNELL: No, I am quite satisfied it 
won't occur, 

THE CHAIRMAN: And it may not be advisable, 
I don't know. 

COMMISSIONER ANGUS: You told us a few minutes 
ago that one railway alone could go to the Board, 

MR. O'DONNELL: Yes, sure. 

COMMISSIONER ANGUS: Suppose one did and 
the other did not. Now one gets a higher rate, dominant 
So to speak. 

MR. O'DONNELL: There is one rate fixed, the 
ceiling is fixed. 

THE CHAIRMAN: The ceiling is fixed? 

MR. O'DONNELL: It can be fixed on the application 
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that the other is not going to exact a toll that is so 
fixed as a ceiling. They have been operating on the 
basis of their getting all the revenues they can 
everywhere it is possible. 

THE CHAIRMAN: Yes, but everything you say 
just leaves on one side the question of unfair competi- 
tion. 

MR. O'DONNELL: Yes. 

THE CHAIRMAN: Now then, that is the point. 
Is the Board empowered now, to disallow the rates fixed 
by any railway in any part of the country on the ground 
that those rates constitute unfair competition to 
another railway? 

MR. O'DONNELL: Well, offhand I don't know. 

THE CHAIRMAN: Well, that is the point. 

MR. O'DONNELL: Yes, I will look into that. 
If there were discrmmination or unfairness, certainly 
the Board in those cases would be -- the railways 
endeavoured to increase competitive rates at one stage 
in the last few years and those ‘increases were dis- 
allowed. 

THE CHAIRMAN: But increases? 

MR. O'DONNELL: Yes. 

THE CHAIRMAN: But nobody is fearing that. 

In the present question there is no fear of increases 
being expressed: it is decreases. 

MR. O'DONNELL: Yes, but I am simply putting 
it as amatter of practical railway operation, that 
through the years since the Board of Transport Commissioners 
has jurisdiction over the Government railways, it has 
not arisen and I suggest that there is not any serious 
possibility of its arising. 

THE CHAIRMAN: Well then, there remains the 
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the question: would it be possible to legislate so as 
to make it impossible? 

MR. O'DONNELL: Yes, well - - 

° THE CHAIRMAN: If the Act is not already there 
to prevent it. 

MR. O'DONNELL: Yes, my lord. 

THE CHAIRMAN: All right, go on. 

MR. O'DONNELL: Yes, my lord. My respectful 
Submission is that the railways are adequately protected 
and that any fear that the Board of Transport Commissioners 
would not do its duty -- and it is that I am endeavouring 
to meet because it was suggested that one would not join 
with the other in applying for an increase, and I was 
Simply saying that both were free - - 

THE CHAIRMAN: Yes, I don't think we need 
take any more time on that. 

MR. O'DONNELL: That is the only one I had 
in mind. Now, just by way of general comment on Mr. 
Norman's evidence, I might say this, that his suggestion 
that the C.N.R.'s proposal is to give over a billion 
dollars of interest-free capital -- a subsidy of 
approximately $300 million per annum -- complete ignores 
the reasons for and the object and result of the pro- 
posal. 

The fact is it is based on the premise that 
as at the time of amalgamation there was a wholly 
unjustified overload of interest-bearing debt imposed 
Upon the Canadian National, and that further interest 
burdens have been added thereto in the interval, and 
that aspect is completely ignored by Mr. Norman in 
his approach to it. 

And the use of phrases such as "hidden 


Subsidy" and "some $3000 million to more or less 
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Spend as they see fit" and again" a free pocket of money 


to do as they see fit with" -- that those are unfounded 


and unreal and that they are not risks at all that would 
justify denying an adjustment of the claim of the 
Canadian National which in effect the witnesses to 

whom I refer, Mr. Northey Jones and Mr. Norman, didn't 
even examine as to the merits of the claim and go into 
the contents of it in any way at all satisfactory to 
warrant their expressing a view that should be given 
weight. 

Now, I say, equally applicable today are the 
remarks of the then Minister of Trangport, the Honourable 
Mr. Howe, which were made on 18th February 1937 concerning 
the attitude taken by the C.P.R. regarding the proposals 
now advanced by the Canadian National for the adjustment 
of its capital structure. Mr. Howe at that time, 18th 
February 1937, said:- 

"At various times the proposal for 

C.N.R. capital adjustment has been attacked, 
particularly on the ground of its being 
Some sort of an attempted deception of the 
people of Canada and as doing violence to 
the principles of sound finance. Such 
criticism is without foundation and ob- 
Scures from the people of Canada the true 
purpose of the plan with its ultimate aqd- 
vantages to the Dominion and the railway. 
It ignores the expressed views of com- 
petent and impartial tribunals as well as 
the terms of the financing legislation 
Since 1932. It runs counter to the usual 


financial and accounting practices of corporations 
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under similar conditions. Further, this 
criticism refuses to ‘recognize the effect 
of the events of the last twenty years on 
present-day realities, in that the position 

f the Dominion has come to be essentially 
that of shareholder and proprietor in the 
Canadian National Railways, -- not of credi- 
tor in the ordinary sense." 

Now, I say that those words apply equally today 
with the situation which prevails. The position of 
the Government is even more that of shareholder today 
than it was at that time. It is not a creditor in the 
ordinary sense at all as it was at that time. 

Now, the excessive interest-bearing debt 
burdens from which Canadian National requests relief, 
have been evaluated in ‘equivalent terms of either 
positive or negative capital by people whom, I suggest, 
are acknowledged experts, and the suggestion that the 
adjustment is in any sense a subsidy, let alone a 
"hidden subsidy" is unfounded. I submit that the pro- 
posal constitutes nothing but a justifiable adjustment 
of an improper situation and the removal of burdens 
which should never have been imposed. 

To put is as did Dean Cronkite for Saskatchewan 
in argument, he said at page 21712:- 

"It is unfair that the system should 

be saddled with an obligation of a debt 
for which it has not received value -- 
quite the reverse of receiving a subsidy.” 

We say to Mr. Norman, in discussing his 
testimony, that we have in mind the desirability of 


impressing on the Commission the fact that he is not 
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altogether out of agreement with the suggestion that the 
Canadian National is entitled to a revision of ie 
capital structure. 

Mr. Norman has indicated at many points 
throughout his testimony that something should be done 
and he has supported many of the arguments that have 
been advanced on behalf of the Canadian National, 
justifying its claim that it bears excessive capital 


burden. 


(Page 24078 follows) 
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At other places he has Stated, in effect, that he was not 
sufficiently «familiar with the details of our operations 
to express firm opinions, and he indicated that our 
personnel had made, the Canadian National personnel had 
made, studies of a nature which he had not undertaken. 

I say that he acknowledges strength in the 

Canadian National proposals. He said in part, at page 
20642; 
: - Even so, there may be some merit in the 
C.N.R. request that the total fixed charges be 
reduced in order to provide greater flexibility and 
to avoid deficits in periods of reduced traitic,.” 
And again at page 20630 Mr. Norman said: 

"In regard to the expenditures for properties 
which are not justified from a business or commercial 
viewpoint I have previously stated that any parts of 
the railway operations which are undertaken solely as 
a matter of government policy should be kept separate 
from the commercial transportation enterprise in order 
that appropriate government subsidies may be voted 
to cover the deficits. It would seem to me that it 
would be preferable for all operations of this type 
to be managed for the account of the government rather 
than to be merged with the Canadian National System 
until such time as they show an earning capacity from 
a@ commercial point of view or become an integral part 
of the C.N.R. System when they should be merged into 
the accounts of the C.N.R." 

THE CHAIRMAN: Who said this? 

MR O'DONNELL: Mr. Norman, my lord. I am Saying 

he agreed that sornething should be done, and he made some 
Proposals along tme line of Supporting the end result that 


we have in mind. His approach was different, but he did 
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Support the general proposition that we were entitled to 
an adjustment. That is my interpretation of his evidence. 

Again, at page 20622, I say he Supports our 

request that we are entitled to an adjustment by making 

reference to the Newfoundland Situation. He said there; 
a - There is no question in my mind but that 
‘operations such as the Newfoundland Railway and 
Steamship Services should be segregated and operated 
purely as an agency for the Government and the Govern- 
ment should meet deficits, if any, through annual 
appropriation." 

It is items such as those mentioned by Mr. 

Norman that the Gordon plan attempts to adjust on a 
reasonably justifiable and conservative compromise basis. 

Regarding Mr. Norman's suggestion (at p. 20634) 

that there should be eliminated "from property investment 
of C.N.R. those properties which are operated from a 
strictly national governmental policy and on which no 
return should be expected, this property to be operated 

On an agency basis for and on behalf of the government" -- 
and at page 20672; 

"Q. But what you would apparently do is to 
eliminate from that investment such of these as 
operate for the national purposes in the way in 
which you have just defined them? 

A. That is correct; such as those which are 
Indicated maybe by Mr. Gordon. I do not know whether 
they are all of that same character or not." 

The Gordon Plan attempts to make exactly that 

kind of adjustment. 

Mr. Norman's answer is an admission that an 

adjustment for such lines is justifiable and desirable. 


Mr. Norman acknowledged also very frankly that 
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his suggestions were but one method of carrying out such 
an adjustment and that there were others which would be 
equally satisfactory. 

At page 20734 mr. Frawley put a question to him: 

"Q. Now, the third comment that you have to make 

on the Gordon plan is that the uneconomical lines 
must be segregated, and they must be put into the 
hands of the Canadian National on an agency basis? 

A. That is correct. 

Q. Just as the Hudson Bay Railway has done? 

aves 2" 

Here again Mr. Norman, I submit, acknowledges 
that the Canadian National is entitled to consideration 
and some adjustment concerning these lines; and I say 
aeeit., Lt de exactly this Mr. Gordon's plan is designed 
in part to do, although his approach is quite different 
from that of Mr. Norman. 

THE CHAIRMAN: We will adjourn until tomorrow 
morning. | 


---The Commission adjourned at 4:30 p.m., to meet again 
at 10:30 a.m. on Friday, May 26, 1950. 


‘enoittes 


4-29 


. ‘i ane “7 ‘ ae 
ov moltacup e tug  cbait ah HETOS: oaea | bie ee rth 
oft svad woy vous “ELAMIMOD pnt ‘grit. «Won a sa 
santtl isotmenooom aed gods et anig pobrad + onit onto aie 
off .otml tug od damm goes bas poaeuprase od 3 a) 4, _ ; mn 
calesd yousys as mo Leno! ew nsthaand oft bom shal a 
| .toorias ef dad? Ai rn 
Pench e aa yvewlien yee a sc erid ee Said ad vi rote hee 
- " aot he, 
acgbe iLwories atintwe x EA ens crroll .% ategs evel 
noldiersbtssoe oF Hedetdme at Lomotts aetbons® 
“se Tobie reanti eased gaimrresnos gnement be omoa ones at Ri 


beagtead ef ants etnebied . si 2 t3t2 yisaoxe at be at t ‘ao 


ay 
sgersTith 9d hep at dgnowace Ziel dguncldis ab ot rors ty oe ie 


wy in n L) a 

| .csertot) .<M to Sanit a Ut 

han 

worramad Cited mothe GLtw oW sBARATARO Ser \ agin ; 
‘a i ey Unf a 
antes 


i 
WV 


ninge debn of walle ps8 fs peer ay aotee tamed 8 ort 
Bees e8 ve: Hz be te | my = ite bei a) j 


ai 


AY 


Presented to 
The Dibrary 


of the 


iversity of Toronto 
b 


Professor H.A.Innis 


ROYAL COMMISSION ON TRANSPORTATION 
SSS ED PORTATION 


Ottawa, May 25, 1950 
Index Page #150 
Page 
Argument Submitted on behalf of the Canadian 
National Railways, by. MR. H. RE. O'DONNELL, K.C, 24081 
—— EE 


Statement = Canadian National Reilways - 
Estimated net income results, year 1950 24082 


EXHIBIT No .289:Budget of the Cenadian National 
Reilways and the Canadian Netionel 
West Indies Steamships Limited 
for calendar year 1950 ~ « — . 24093 


EXHIBIT No.290:Minutes of Proceedings of the 
Sessional Committee on Railways 
and Shipping owned, Operated and 
controlled by the government, 
Ga teO Mert, 1950 w 6 a oe 24093 


Continuing -- Whet has been said against 
the C.N.R. plan, ana by whom: 


Bee Biea SM ESV), Se) om meme ww,“ ew tag 24099 
Peccurtiiend Biliott)= «... . 24109 

Osi wie VS. C.N,R. Witnesses « « « « 2 a 24111 
Desivcbility of adjustment of’ the capital 
structure and adoption of the Gordon Plan 24123 
Oe LO re ee a el 24148 
Request concerning treatment of the C.N.R. 
eores Crust =). Saha oh. SUL 24149 

Seereca7OUrnment = 2s we me ew le 24162 

Argument submitted on behalf of the Cenadian 

National Railways by MR. H.C,FRIEL, K.C. 24163 
Amended substitution for Section 35 Of the 
Transport Act proposed by the C.N.R.- - 24163 
Be ONE TS Bs Sr os tee ee 24163 
Uniform accounting and related problems 24193 
System consolidated accounts = - - = - 24196 
Depreciation accounting = - = -« =.= = « 24198 
Railway and nonerailway items ~ - - - - 24200 
eM hie me we ew ee oe 24201 
Carrying His Majesty's mail and forces 24204 
Maritime Freight Rates ACt - - = - = 24209 


ene ee ee ee ee 24211 


+f a 


i e 5 a 
% tt a As fied, aio itso 


) ne 
pert Fay tis 2b ep) ‘sib 
ria Bal ay “tio né we Sehsars et : 


aid 10-4 oe DUE Oy 3: ae. 


Sta! 


> Lar . a, -) 
[ - — a 7 ' . nt i > 
- 
Pa AL ’ 
i 4 ae! 
. ; i eee a es 
: 4 F + rf} x vat ies ' a 
Tis te Tae. Dow rhe LFF) eae ae 


: , 4 es _ t be ie : 
= “ . se-amaag a AL Wyn seh ote i AT lint eee re = » f ‘y 4 


ROYAL COMMISS ION ON TRANS PORTATION 
NN COLRANS PORTATION 


OTTAWA, ONTARIO 
FRIDAY 
MAY 26, 1950. 


THE HONOURABLE W.F.A, TURGEON, K.C., LL.D. - CHAIRMAN 
HAROLD ADAMS INNIS ~ COMMISSIONER 
HENRY FORBES ANGUS ~ COMMISSIONER 
G.R. Hunter 
secretary 


Rl Covert, KC. Royal Commission on 

G.C. Desmarais, K.C. Transportation 

Ho. O'Donnell, K.¢c. 

N.J. MacMillan Canadian National Railways 
misC. Friel, K.C, 

Oar, hy Carson, K.C, 

F.C.S. Evans, K.C. Canadian Pacific Railway 
K.D.M. Spence 

He. Sinclair 

M.A. MacPherson, K.C, ) Province of Saskatchewan 
J.J. Frawley, K.C. ) Province of Alberta 

C.D. Shepard ) Province of Manitoba 


‘ 
© 


y 


 WANELABD. OU “HO coaue..A.8.¥'s SIaARUONO on 
- i» © s 

> figMor SET ENRD: tthe om ; 

 REROEERTIONID eupua eaasior oh , 


aed 


. -_ == += ~~ =| = = ' 
= 5 
7 ry Jalen, avd 
;* = VF RASISSA iuSvUCD / 
} { : 2 = ; 
"4 : | 
eta) — gteagod [ evorn . sOVa a 19Y ) M4 
potted qantas % ~O.k ~e@hstamoesd .0.0 py 
a 
" m , eat 
; ov i ‘ [ Lennod? Y re 2 
epovitend Leootisu aeibeass: aslitMosi .t.i 
7" x. * e. tabat ay 
f ; ; . i 
e vs > z 
ia ‘ . 0 od th. vise) th # By 2 a 
: . ~ 7 is 5 _. 
4 : [ ny SEZLOBS met batt 9 4 é og + >, ae & Brey: q Pi aA + - try 


Gono"q $8 Mo 
rie lorhe 24 


ane, 
, 


if 
i 
ae 


» vere 


ae 


* 
ty 

’ 
* 


ry = 
eo ees 


‘ 

. 

3 
: 

4 
Pow 
.. 
. 
2 

? 
x 
oy 
4 

fs 
> 
ee 
= 
«= 
al 
be | 
wat 
rn 


glaese Toe Ml 


ee 
7 
a 
t 
= 
tore 
Pe 
iy 
be 
if 
4 
a 
. 
& 
— 
<> 
* 
o 
4 
G 
~ 
Cal 
a. 
th 
" 
a 
* 
- 
ited 


13 ee, eATY 
oi a allt 


7 
n> 
— 
ue 
=, 6 
cass 
as 
ee 
rc 

a 

: 
4 
# 
fe 
= 

La 

3 
4 
we 
+ 

2. 
Sab 
—_ 
* 
aa 
bam 
~ 
o 
- 


- 24081 - Mr, O'Donnell 


Ottawa, Ontario, 


Friday, May 26, 1950 
MORNING SESSION 
ARGUMENT BY MR, O'DONNELL (Cont'd) 


THE CHAIRMAN; Very well, Mr. O'Donnell. 

MR, O'DONNELL; My lord and members of the 
Commission, I have no doubt that the Commission saw the 
report in yesterday's papers to the effect that the Board 
of Transport Commissioners had handed down its decision in 
the matter of the application of the railway companies for 
authority to increase their tolls in respect of freight 
rates, The decision of the Board will permit the railways 
to increase freight rates generally by 4%, that is, the 
16% has now been increased to a full 20% as originally 
applied for by the railways. 

I thought perhaps you might be interested to know 
the effect on the income account of the Canadian National 
which that would have, I have mentioned in my argument 
several times that, according to the evidence given by 
the railway officers, they were of the opinion that if 
the proposals for capital revision were approved and 
implemented the Canadian National could only expect to 
about break even taking the good years with the bad. Z 
have had a statement prepared showing the net income 
results which might be expected by the Canadian National 
for the year 1950, I would ask that it be produced 
as Exhibit 289, Perhaps it might be better for con- 
venience to just put it right into the record rather 


than making it an exhibit. 
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CANADIAN NATIONAL RAILWAYS 
a WAL O 


Estimated Net Income Results - Year 1950 


Budget - as examined and adopted by 
the Sessional Committee of the 
Commons, llth May, 1950 $ 32 236 000 (Deficit) 


Additional revenue if the 16% increase 


in freight rates had been in effect 


Tor. full year instead of from 
March 23, 1950 - deduct % 286 000 


Additional revenues if additional 4% 
(full 20%) increase in freight 


rates authorized May 25, 1950 had 


been in effect for the full year 
1950 - deduct 7_169 000 


$ 21 781 000 : 


Elimination of special credit from 
Deferred Maintenance Reserve 


(non-recurring) 9,000 000 
$ 30 781 000 


Recapitalization proposal granted - 
deduct 30 659 000 


Income as adjusted (available 
for dividents) $ 122 000 (Surplus) 


This estimate makes no provision for any wage increases 


which may result from the current wage negotiations, 
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MR, EVANS: I do not want to raise an objec- 
tion at this stage to my friend putting this in but this 
estimate of the 1950 results has not been approved, 
and it does seem to be very material to the question which 
I will have to argue -- 

THE CHAIRMAN: You say it is not what? 

MR, EVANS: The estimateof the results for 1950 
has not been proved in evidence, and it might have re- 
quired cross-examination to establish the basis on which 
the estimate was made, I do not want to object to my 
friend putting in proper material but it does seem to 
me it has a very direct bearing on the argument which I 
may have to make in reply to my friend. 

MR, O'DONNELL; I have no objection at all to 
my friend cross-examining on it, As far as I am concerned, 
it only became available as a result of yesterday's 
decision, 

THE CHAIRMAN: Who made it? 

MR. O'DONNELL; Mr, Cooper made it, and it 
merely reflects the change which results from yesterday's 
judgment. It is connected with the earlier exhibits 
which were filed by Mr, Cooper in that connection, 

COMMISSIONER INNIS: Following up Mr. Evans! 
comment, just how accurate are these various estimates 
that are put forward as to what the rate increases will 
yield? 

MR. O'DONNELL: They are amazingly accurate, 

I think I can say that, and I think Mr, Evans will agree 
with me that when we go before the Board cf Transport 
Commissioners these estimates are amazingly accurate 
year in and year out, and it is on estimates of that 
kind that increases have been dealt with, In cases 


before the judgment or order might have come down, and 
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the final results had come in, then the Board would 
review the matter on the latest available data, but 
through the years I think Mr, Evans will agree with me 
that estimates of the traffic as provided by the railway 
officers are really amazingly accurate, 

COMMISSIONER INNIS: For how long a period, a 
year ahead? 

MR. O'DONNELL; Usually a year ahead, That is 
about as far as they ever go, But testing them by looking 
back over the years, in so far as I am concerned since 
1946 we have quite a number of estimates before the Board 
of Transport Commissioners, they act on them and accept 
them, and they have proved to be very close to actuality 
when the actual figures have been available. 

MR. EVANS: I am really concerned not only with 
revenues but with expenses, and I should like to know the 
basis on which the expense estimate was arrived at, It 
does seem to me we can get thefull effect of the recent 
judgment reflected by applying it as we did in one of the 
exhibits to the year 1949, because it is in regard to that 
year that the Board's judgment purports to restore or 
redress the imbalance, It was not with regard to the 
year 1950 because the Board had no evidence before it of 
any kind as to the possibilities in 1950 for either 
railway. 

MR. O'DONNELL; The Commission will remember we 
put before the Commission an estimate of the deficit which 
we would Herren We referred to the budget which had been 
presented to the House of Commons Committee, and I intend 
to make reference to that. I have no objection to Mr, 
Evans asking Mr, Cooper anything he may please about it, 

THE CHAIRMAN: What is this $9 million item? 

MR. O'DONNELL: That is the deferred maintenance 
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reserve which will not be a recurring item, That is a 
special item which will not be available any further, and 
Mr, Cooper makes up his estimate on that basis, 

THE CHAIRMAN; Why will it not be available any 
further? 

MR. O'DONNELL; Because the fund has been exhausted, 
It was a fund that was created during the war and was to be 
spread over five years, and that is the ena of a 

THE CHAIRMAN: This is the end of it, 

COMMISSIONER ANGUS: Would it not be used for 
meeting expenses that would not recur? 

MR, EVANS: That is exactly my point about the 
$8 million item in the exhibit filed for 1949. This goes 
to increase the deficit for the year 1950, 

MR. O'DONNELL; The Commission will note the first 
figure at the top of the statement is the budget figure 
as examined and adopted by the sessional committee of the 
House of Commons on the llth of May, 1950. I have the 
report here and I have the budget, and I intend to put all 
the data before the Commission, If Mr, Evans would like 
to ask some questions about it that is quite all right with 
me, 

COMMISSIONER ANGUS: The question I asked was this, 
If you are taking the estimate for the next year you say 
this item of $9 million cf income would not be recurring 
but would it not also be the case that your expenditures 
on maintenance would be $9 million less than in the year 
we are examining here? 

MR. O'DONNELL; This $9 million is a special 
amount that we have available in this particular year which 
we won't have available next year, 

COMMISSIONER ANGUS: Is it not spent because in 
this particular year there is work left undone that 
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has to be done, abnormal work, extra work, and that there 


will not be a corresponding expenditure in the next year? 


(Page 24086 follows) 
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MR O'DONNELL: Well, as I understand it and 
remember it, it 1s hard to say that. All I am saying is 
that $9 million will not be available in the next year, 
whereas it is this year, and expenses will be just that 
much more. 

COMMISSIONER ANGUS: And you think that your 
expenditures on maintenance next year will be substan- 
tially comparable to those in 1950? 

MR O'DONNELL: I think so. We have ordinary 
maintenance expenditures every year, and we will not have 
that amount of money which was earmarked as a deferred 
maintenance reserve. The reserve is exhausted, and will 
no longer be available si the circumstances, and we will 
be just that much worse off. 

COMMISSIONER ANGUS: You do see what I am 
driving at in my question, don't you? 

MR O'DONNELL: I think I understand, yes. 

COMMISSIONER ANGUS: I assumed that a deferred 
maintenance reserve was something that was kept in cash 
because you had not been able to do the work. 

MR O'DONNELL: Yes. 

COMMISSIONER ANGUS: And that therefore that 
work had been left over to be done as an extra in future 
years. 

MR O'DONNELL: Yes. 

COMMISSIONER ANGUS: And that this money was 
appropriated in this year because there was extra work to 
be done in this year. 

MR O'DONNELL: Yes. 

COMMISSIONER ANGUS: Now, in a subsequent year 
would there still be extra work to be done? 

MR O'DONNELL: There will be extra work in all 


years for a long time to come, as far as I am concerned, 
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Over and above what would be Ordinary maintenance. 

COMMISSIONER ANGUS: Your maintenance reserve 
is inadequate? 

MR O'DONNELL: Oh, yes, When we were before the 
Board of Transport Commissioners in the 21% Case, Mr. 
Wheelwright, the Chief Engineer, said, as I remember it, 
that generally there are millions and millions of dollars 
of work to be done, and what can be done in an ordinary 
year is what appears in the expenses. Now, in so far as 
this particular year is concerned, if we had not had that 
reserve available our deficit position would have been 
just that much worse. This is a non-recurring item, and 
we have to eliminate it; it will not be available at any 
other time, and it makes the position just as is shown on 
Exhibit 289. Now, I have no objection to Mr. Evans asking 
Mr. Cooper; he is not here right now, but if the Commission 
would like to get further information about it, that is 
quite ell right with.wze.. All I..am Saying is that the 
figure at the top of Exhibit 289 is the budget figure 
approved, examined and adopted by the Sessional Committee 
on the llth of May, 1950, and the next document I wished to 
file was that budget itself, Showing the deficit of 
$32,236,000 -- that is the operating budget -- and also 
the report of the Committee approving that. Now, the only 
change that has taken place in the interval is that which 
occurs by reason of the increase in revenue which will 
result from yesterday's judgment of the Board of Transport 
Commissioners, and I thought we should have the complete 
picture, and in those circumstances I asked Mr. Cooper to 
prepare this Exhibit 289. Subject to that, if Mr. Evans 
would like to ask Mr. Cooper anything, that is quite all 
mieht. 

THE CHAIRMAN: I suppose the two figures which 
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might be questionable there as to their accuracy are the | 
two additional revenue figures. 

MR EVANS: I realy have two objections, my lord. 
One objection is that the restoration of the imbalance was 
done on the basis of 1949. Now then, in my opinion, to 
assume that 1950 conditions reflect the restoration of the 
imbalance that was in the Board's mind is to assume that 
there are no conditions in 1950 which may give rise to the 
need for a further increase in rates. That is the first 
thing. The second thing is that there is no need for this 
exhibit, because you can, taking the 1949 results on the 
exhibits that we now have, find out what the judgment has 
done to restore--- 

THE CHAIRMAN: Is that what Mr. Cooper did, though? 

MR EVANS: He has done it. 

MR O'DONNELL: Yes, and he explained the deferred 
maintenance matter when he was here before. It is nothing 
news; he has not changed that at all. He gave a full 
explanation, if I can find the reference in the record 
to it. He was questioned at length about that. 

THE CHAIRMAN: You see, Mr. Evans, if we consider 
these figures at all we shall have to consider them with 
all the infirmities that you point out. They are figures 
Showing us in these two items what additional or other 
revenues it is thought would have been earned if certain 
things had occurred, and we are told that Mr. Cooper in 
making them up took the figures for the 1949 returns 
which are already in evidence. That is so, isn't it? 

MR O'DONNELL: That is right. 

MR EVANS: I think there is some misunderstanding 
there. If I understand your lordship correctly, Mr. 
Cooper does not reflect anything out of 1949 in this. We 


have exhibits before us--- 
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THE CHAIRMAN: He told us he did, that he took 
exhibits already in for 1949 and used them as his basis. 
Is that what you told us, Mr. O'Donnell? 

MR O'DONNELL: Well, this budget, my lord, has 
the 1949 figures on it and has the 1950 figures on it, 
and it--- 

THE CHAIRMAN: TI am not talking of your budget. 
That is what the Senate found. 

MR O'DONNELL: Yes. 

THE CHAIRMAN: I am talking of these two, the two 
immediately following items, additional revenue in one 
case at $3,286,000, and additional revenue in the other 
case at $7,169,000. Now, those are estimates, of course, 

MR O'DONNELL: Yes. 

THE CHAIRMAN: Now, what are they based on? 

MR O'DONNELL: The estimate of $3,286,000 is 
the additional revenue if the 16 per cent increase in 
freight rates had been in effect for the full year 
instead of from March Ege 

THE CHAIRMAN: I know, but the full year 1950. 

MR O'DONNELL: Yes. 

THE CHAIRMAN: Well, that must mean, then, that 
you had some means of estimating the revenues for 1950. 

MR O'DONNELL: Yes, and that is contained in the 
budget which I intended Le file. That is the one that was 
examined and criticized by the Senate, and upon which the 
report was made adopting it and--- 

THE CHAIRMAN: Yes, but now this budget of 
$32,236,000, is that what you are filing? 

MR O'DONNELL: Yes, my lord. 

THE CHAIRMAN: Now, is that an estimated deficit 


for 1950? 
MR O'DONNELL: That is the deficit estimated and 
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reviewed by the--- 

THE CHAIRMAN:, For 1950? 

MR O'DONNELL: Yes, Tor,1950;. and.it ts 
reported on by the Committee, and I have the fifth report 
of the House Sessional Committee on Railways and Shipping, 
and I intended to file the whole tabulation and the 
report and have the information fully before the 
Commission. Then the only change since that is as a 
result of yesterday's increase, and that item then of 
$7,169,000 is the additional revenue which it is estimated 
would be received by reason of yesterday's increase if 
the additional 4 per cent increase in freight rates 
authorized on May 25, 1950, had been in effect for the 
full year. We will not have it in effect for the full 
year, but if it had been in effect for the full year we 
would have $7,169,000 more. I think that is relevant, and 
I wanted to file these two other documents which show the 
first figure, $32,236,000, and gives entire detail--- 

THE CHAIRMAN: What is the ultimate purpose of 
all this? 

MR O'DONNELL: The ultimate purpose is te estab- 
lish that these great surpluses which are suggested or 
intimated may occur if the adjustments are put into effect 
as proposed by the Canadian National, are not in fact 
correct, and that on the basis of Exhibit 289, even if we 
get all the proposed adjustments we have asked for, and if 
we take into account the additional revenues that could 
accrue over a full year as a result of yesterday's increase 
of 4 per cent, we would only end up with a surplus of 
$122,000 in the year 1950, on the latest available figures. 


That brings the situation right up to date. 
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And I think the Commission would be interested in studying 
the latest available data and I have no objection if Mr. 
Evans would like to ask Mr, Cooper some questions, I say 
the deferred maintenance item was gone into fully when 

Mr. Cooper was here before. There has , been no chonge in 
that situation and it is on the record. I do not know if 
we have yet found the place, but it is on the record. If 
Mr, Evans would like to cross examine Mr. Cooper it is in 
the hands of the Commission as far as that goes, 

THE CHAIRMAN: Well, do you feel that Mr. Cooper 
could give you seny more enlightenment than you have now? 

MR. EVANS: I do not know. I heave not seen the 
budget figures myself and I would certainly like to have 
@ chance to look them over before I undertook to cross 
examine him. 

THE CHAIRMAN: All right, we will reserve that. 

MR. O'DONNELL: I will put 911 that in the record 
and Mr, Evans can look it over on the weekend. 

MR. EVANS: Well, I will heve to be on my feet 
on Monday morning, so thot does not allow me much 
time, 

MR. O'DONNELL: Well, I had to reply to you too, 

MR. EVANS: Yes, but my evidence wes 211 in. 

MR. O'DONNELL: Some was, and some was not. 

MR. EVANS: It was 911 in. 

THE CHAIRMAN: I think we all understand wheat 
might be called the possible fragility We will beer that 
in mind, 

MR. O'DONNELL: I would then file, my lord, as 
Exhibit 289, the budget of the Canadien National Railways. 
There is attached to it another budget of one of the sub- 
Sidiary steamship compenies for the year 1950. 

THE CHAIRMAN: You said 2a budget? 
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MR. O'DONNELL: Yes, my lord, as submitted to 
the Sessional Committee on Railways and Shipping, owned, 
Operoted end controlled by the government, and adopted on 
May llth, LG50 | ag appears by the Report of the Committee 
deted thet dey, which is conteined in the Minutes of Pro- 
cecdings Number 9, and I would ask to file the budget as 
Exhibit 289, 

THE CHAIRMAN: You ere not making an exhibit of 
the other one? 

MR. O'DONNELL: Well, Mr. Covert suggested we 
put it right in the record which is a very convenient thing 
to do, and this, as Exhibit 290 -- the Minutes of Pro- 
ceedings Number 9, 

EXHIBIT No.289: Budget of the Canadian 
Se | Me eS aay Roilways and 
the Canadian National 
West Indies Steomships 
Limited for calendar yeor 
1950, 

THE CHAIRMAN: Hoveyou still snother? 

Mr. O'DONNELL: Yes, I have the Sessional 
Paper here ond I would just draw attention to page 595 of 
Exhibit 290, 

THE CHAIRMAN: What is Exhibit 290? 

Mr. O'DONNELL: Thet is the minutes of proceedings 


of the committee, 


EXHIBIT No. 290: Minutes of Proceedings of 


The Sessional Committee on 
Roilweys end Shipping owned, 
Operated and controlled by the 
Government dated 11 May, 1950. 
THE CHAIRMAN: Of the Senate committee? 
Mr. O'DONNNLL: No, this one is the House of 
Commons committee, my lord, end on page 596 of Exhibit 290 
the following appears: 
"The financial budget of the Cenodien Notionel 
Reilwoys and the Cenadion Netional West Indies 


Steamships Limited for the calender year 1950 


¢. < ‘ 2 « vat gh 
PF oe aaty a yee - “OC 5S = 


ec bal yw yee? 1 adete>" 0 i 


4 : reuo ” ; 
Asiwe .zittdeide bre svewlishH md ooddinod Ieriotenoh ytd 


‘ 2 : ne - inh rie P Tah dale da ts | 
mm Rartesoho. ree ' +r: seers youn ony Vo i ot Torx3.0169 Prt 4 #49 
: bos JRE : oo 
. : 
» 
4 a * . i fF aA 3 
. 23 
=O 2c thi fig 
a. 
i x  payt 7 a. 
; 4 fod 4 4 viket 
7, 3 ~ Z. ' 
‘ 5 1% 3 
mh te 
' r 4 rey VYwOV 
a « ‘ +5 
* a iO eh ‘ 
, 
oe + 7 
7va ¢ 
im d nf 
: 7 
\ died Oe 
A - r , 
sh . ae 
+ pee i 5S ‘ke 
. 
Rn 
. {¢) 
t ba 
¥- te 
Pe er Ww 
.~ 4 mu 
. 3 ' . | 
a a 
Tam Tt ae 
: ¥ Ce ob % - 


iJ Sey eeeree a Pik ae ee os ee oe ‘sea 
i g a ee . ten in ew, A Ty sy - AMF + Th Fin it 


> oa Lee rear ar apr oe 5 Fos Se cr a ~ 
3 asivcoh org at ute GB beta ‘s oa LTR A J » 


i wS 3] (A 26.302 ceed o bite .byOL Ya yoodstmioo sno 
+ ,ocvaer i rwoiLot 

fat! 16 qe Sah x 

fesoie <4 aickbons) off To Das Ent UA bose dt? ait 


lant teoW Lenoiéad sekboned ota Gas apatites 
otek usey eebaeico sid “od bedlintd manienrs 


- 24094 - Mr. O'Donnell 


was examined end sdopted." 

And as a result of the adoption the edjustments were 
made end they ere in the revised budget which appeers in 
Exhibit 289, The budget sdjustments have been increased 
to show the additional revenues which would have been 
received if the recently suthorized freight rates increase 
had been in effect for the full year 1950. I point out 
thot they won't be in effect for the full year. The 
relicf of $30,659,000 on the interest charges had been 
applied on the essumption that Mr. Gordon's proposal had 
been approved and in effect for the whole year 1950 - 

THE CHAIRMAN: What did you say ebout Mr. Gordon's 
proposal? 

Mr, O'DONNELL: If Mr. Gordon's proposal 
granting relief from these interest-bearing charges total- 
ling $30,659,000 - 

THE CHAIRMAN: You are tolking of Mr. Gordon's 
proposal to us? 

Mr. O'DONNELL: Yoo OL3". 

THE CHAIRMAN: What is it you say? 

Mr. O'DONNELL: I say that if the proposal which 
Mr. Gordon advanced to the Commission for relief from 
interest-bearing charges, the relief being $30,659,000 - 
if that had been applied, then the position would be es 
shown on the statement which is now in the record and would 
result in a surplus only of $122,000 provided the relief 
had beeen in force for the full year and provided the 
increase hed been in effect for the full year. 

COMMISSIONER INNIS: Disregarding Mr. Gordon, 
what would it have been based on.the original submission? 

Mr. O'DONNELL; Well, disregarding the Conedian 
Notional Railway's plan, it is $30,659,000. 

COMMISSIONER INNIS: Theat is to say, what you 


ere teking now is the Cenadian National Railway plan in the 
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beginning? 

Mr. O'DONNELL: Thot is right, 

COMMISSICNER INNIS: It is really not Mr. 
Gordon's? 

Mr. O'DONNELL: No, it is the Gansdian 
Netionol Roilwey plan. The CGonadian Netional Roilwoy 
wents relief to the extent of $30,659,000 - the loen in 
the hends of the government end then the interest on the 
$300,000,000 indebtedness which total $30,659,000, 

COMMISSIONER INNIS: This includes the 
$300 ,000 ,000? 

Mr. O'DONNELL: Yes, 

COMMISSIONER INNIS: Whet would it be without 
that? 

Mr. O'DONNELL: $21,659,000, That $= ,659,000 
is mede up of the two items, 

COMMISSIONER INNIS: Based on your old sub- 
mission it would be $21,659,000? 

Mr. O'DONNELL: We have one submission, in my 
interpretation. 

COMMISSIONER INNIS: Mr. Gordon's is supplementary 
es lt understond it. It come in later? 

Mr. O'DONNELL: Well, there is one submission 
only end thet is that we be grented totel relief to the 
extent of interest-besring debt emounting to $1,060,000,000, 
Thet is the propossl. It is mede up of two parts, thot 
is true. We, in the first instonce, had computed the 
situotion without the benefit of the studies which were 
made loter. When we hed available the studies which were 
made leter concerning the thin traffic lines in the 
néetionel interest end the other items we reviewed on that 
tebuletion, we completed the proposal end we sey thst the 


totel burden that we are bearing and should not bear is 
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$1,533,000 ,000 and we propose that relief to the extent 

of $1,060,000,000 be grented to us and we propose to get 
$1,060,000,000 through the ,.£0,000,000 in the hands 

of the government et the present time end then the edditional 
$300 ,000 ,000 wos to be set up 2s an indebtedness or 2 Credit, 
Taking the benefit of the relief which would be accorded 

by those two items, we would get this figure of $30,6°9,000; 
thet is, $21,659,000 ss 5 result of the interest on the 
bonds in the hands of the ' government which we suggest 
Should be exchanged for equity stock and $9,000,000 more on 
the $300,000,000. 

Now, the commission, I think, will note how thc 
edjusted budget I have just filed compares with the figures 
which were laid before the Commission. The net income for 
the year 1950, as disclosed by the statement which is now 
incorporeted in the record and which is the most up to date 
presentation that can be made, is that the railway in the 
year 1950 will make e profit of $122,000. 

THE CHAIRMAN: That is if you get oll you ore 
asking? 

Mr. O'DONNELL: If we get e211 we are asking - 
yes, ond if we get the relief we ere asking and if we 
assume we do get it for the full yeer 1950 end if we get 
the increased revenue that would eccrue from yesterday's 
increase oecorded by the Boord of Transport Commissioners - 
if we hod hed that for the full yeor (end we won't have it) 
then we would only heve $122,000 profit at the end of thc 
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(Page 24098 follows) 
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COMMISSIONER INNIS: Amazing how neatly it has 
worked out. 

MR. O'DONNELL: It igs very amazing. It goes 
to prove the accuracy, in my submission, of the forecasts 
and estimates of the officers when they were here. It 
Just so happened that we have been here long enough to 
have available to us later data which helps to verify 
and support what was previously said. That is purely 
coincidental. 

The statement carries a footnote to the effect 
that no provision has been included for any wage increase 
which may result from wage negotiations now taking 
place. 

Yesterday, Dr. Innis (I think it was you) 
mentioned or referred to the $100 million item which 
we had said was an estimate which represented necessary 
improvements to the property which did not add to the 
earning power of the system. 

COMMISSIONER INNIS: Yes, the day before, I 
think, 

MR. O'DONNELL: The day before yesterday, 

I have not got the page of the record exactly. In that 
connection I would just draw your attention to Vol. 103 
at page 19114 where the matter was referred to when Mr. 
Fairweather was here. I don't know whether you would 
like me to go over it. 

COMMISSIONER INNIS: No, I remember it. 

MR. O'DONNELL: But I think Mr. Fairweather 
gave some testimony as to the extent of the work which 
had been done, and I understand that it involved hundreds 
of miles of trestles and things of that kind. But 
between pages 19114 and 19117 I think you will find, Dr. 


Innis, the information that you have referred to. 
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I would like to advert to where we were yester- 
day, and I think I was just reviewing Mr. Norman's 
evidence, and I had said that I thought Mr. Norman sup- 
ported our proposals in quite a number of aspects, and 
that he had acknowledged by his evidence that the Canadian 
National is entitled to consideration and adjustment, 
and particularly concerning such lines of railway as 
those which were operated in the national interest, the 
Newfoundland Railway, for instance, and the Temiscouata 
and those. 

INow, I will pick up from where I left off 
yesterday in Vol. 134 at page 24080. 

Mr. Norman agress that"the C.N.R. fixed 
charges are excessive, yes" (Page 20743). The Transcript 
reads: "The charges are excessive, yes" and "The charges" 
which are referred to are the C.N.R.'"s fixed charges. 

I think it can fairly be said that the C.P.R. 
through its counsel and through Mr. Norman, its witness, 
have stated that they agree that the capital structure 
of the Canadian National should be revised. They suggest, 
however, means other than those which have been formally 
proposed by the Canadian National. Now, while perforce 
conceding that an adjustment is justified, they intro- 
duce the question of income bonds, and indicate that 
their use might be one of the procedures paar to. 

THE CHAIRMAN: Who introduced that? 

MR. O'DONNELL: The C.P.R., my friend Mr. 
Evans, mentioned that during the course of the dis- 
cussion, and they suggested that that might be one of 
the methods; whereas the formal submission of the 
Canadian National is that the adjustment should be 
worked out through the use of but two classes of 


capital, that is, the borrowed capital to a certain extent 
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to continue to bear interest, and equity capital re- 
presented by common shares. 

All I point to there is that while they suggest 
in our case the use of income bonds, the C.P.R.'s common 
equity capital is represented by shares, not be income 
bonds. In contradistinction I say that the management 
and the Board of Directors of the Canadian National 

gave it as their considered and definite view that 

in so far as equity capital is concerned it should be 
represented by common shares. Psychologically the income 
bond, as everyone knows, (I have seen it referred to) 

is the hall mark of bankruptcy, I think it has been 
designated as. 

Mr. Cooper at page 18689 quoted the Deputy 
Minister of Finance, Dr. Clark, as having told him 
that "he thought that income bonds were the lowest 
types of security." In the circumstances, is it unfair, 
I ask, or unrealistic, that Canadian National should 
prefer freedom from the cloud or the stigma which 
attaches to income bonds; and that it desires for itseff, 
to use the words of my friends, "a strong, healthy, 
dynamic and vigorous existence" such as the C.P.R. 
states it desires for itself Those words are used 
at pages 20420-21 and 20513. What the C.N.R. desires 
is the right to service its equity capital as does the 
Ceri 

MR. EVANS: And to declare dividends? 

MR. O'DONNELL: Service the capital, I say. 

If there are earnings, declare dividends or handle it 

some other way, but service the equity capital, as and 
when there are earnings available. Now, the C.P.R.does in, 
as my friend remarks, through declaring dividends. 


THE CHAIRMAN: Now, what obligation would income 
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bonds impose on you more than shares would, more than 
equity capital? 

MR. O'DONNELL: It might not impose any other 
obligation on us except that we prefer to have our 
capital structure set up on relatively the same - - 

THE CHAIRMAN: Well, they would be held by 
the Government? 

MR. O'DONNELL: Yes, I am coming to that, they 
would be held by the Government, and I have some remarks 
on that. 

The position in our case does not necessitate 
Or need or require any income bonds, and I will elaborate 
on that in just a few moments. I say that all the C.N.R. 
desires is the right to service its equity capital as 
does the. c.P.R. Income bonds are not justifiable in 
the circumstances, in the view of the Canadian National, 
in that they carry an implication that the debt being 
dealt with was properly imposed in the origin, whereas 
our case is that these burdens were incorrectly saddled 
upon the C.N.R. at the offset of its existence or since 
that time. Furthermore, we say that income bonds serve 
no purpose in our particular case, as the holder of 
these bonds, as your lordship remarked, would also be 
the owner of all the equity capital and be entitled to 
all returns which are available for payment on income 
bonds or as a return on equity capital by way of divi- 
dends. Those are the special facts of our case: the 
owner is entitled to all the equity and to all the 
returns, 

Now, the equity of the Government, as the 
owner of the enterprise, is enhanced to the extent 
that there are any earnings from time to time, Even 


if a dividend is not declared and paid, the Government's 
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position in this respect is no’ different to that of 
the shareholders of the C.P.R. or any other corporation. 

But, income bonds, we say, are a form of 
security sometimes attractive to a  ‘¢person who might 
wish to become a lender of funds but who would not become 
an investor of funds. Therefore in the case, however, 
that we are dealing with, it is cur respectful submission 
that this type of security has no place. There is no 
borrower here, nor is there any lender. The Canadian 
National is dealing with its own owner, one owner, the 
Government. Income bonds presuppose a borrower and a 
lender, different parties having different rights. 

THE CHAIRMAN: You yourself introduced this 
relation of debtor and creditor when you asked for this 
$300 million as acknowledgment of a debt. Why do you 
put it that way? 

MR. O'DONNELL: Well, I put it that way for 
the purpose of demonstrating that the matter was one 
Strictly between the Government as the owner of the 
corporation; and it was to simplify, or endeavour to 
demonstrate how relatively simply the adjustment could 
be made, that we put it in that particular form. But 
I am saying that in this case ‘here the income bonds, 
we are not getting any loan from the Government at 
this time. We are suggesting that this old accumulation 
of excess charges which should never have been imposed 
On us, should be settled in a certain way, and we are 
Suggesting it can be done very simply *,. through the 
exchange of one type of security for these bonds 
that it has in its possession. 

THE CHAIRMAN: What exchange, what are the 


two things being exchanged? 
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MR. O'DONNELL: Well, we ask for $1,060 
million relief against the claim of $1,533 million; we 
say that the $1,060/can be settled in that way, that the 
Government will exchange the bonds which it has in its 
hands today, the $760 million of interest-bearing bonds 
for common stock for a commensurate amount; secondly, 
that for further common stock it will undertake to set 
up the $300 million. 

THE CHAIRMAN: For further - - 

MR. O'DONNELL: For further common stock, 
yes. 

THE CHAIRMAN: JI understand that, but you 
begin by saying that they acknowledge they owe you 
$300 million. 

MR. O'DONNELL: Yes, they will agree - - 

THE CHAIRMAN: Although they owe you $300 
million you are going to give them stock for it? 

MR. O'DONNELL: Yes, because we are compromising 
or settling the discusiion which we have had over the 
years on that basis. We are not asking for the full 
$1,533 million which we say we might justifiably 
do if we went the entire length. We say, accept the 
lesser amount because there is a possibility and there 
are potentialities in the railroad which, the imbalance 
between rates and costs being restored, will permit 
us in some years to have earnings that would provide 
Surpluses, and in other years would have deficits; but 
we say, looking the whole picture over, we think a 
settlement on that basis is a reasonable adjustment 
of the entire amount. 

THE CHAIRMAN: Well, I can understand, you 
see, the Government giving you $300 million and you 


giving them a consideration of so much equity stock, 
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but if you want to have it assumed to begin with that 
the Government owes you $300 million, why are .they en- 
titled to equity stock when they pay you what is owing? 
MR. O'DONNELL: No, my lord, I say they should 
properly give us $1,533 million; but we say, taking into 
consideration a number of factors and owing to the diffi- 
culty of hitting the exact figure and fixing upon the 
arithmetically correct amount that we should receive, 
and owing to, well, the different points of view that one 
might have concerning one item and another and so on: 
that it is fair to saw the thing off and settle it on 
that basis of $1,060 million. As I said yesterday, 
if the Government had $1,060 million of this interest- 
bearing securities in its hands, then we would suggest 
that the exchange be effected in that way, that they 
would receive $1,060 million of common stock for the 
$1,060 million of interest-bearing securities. They 
have only got $760 million of these interest-bearing 
securities, and the rest are in the hands of the public. 
We therefore suggest that they find the balance of the 
compromise amount in the way of setting up and acknowledging 
an indebtedness in the fund of $300 million that we 
can draw on to use with the approval of Parliament. 
Now, our friends suggest, well, instead of 
issuing common shares, you should have recourse to 
income bonds; the Government should receive income bonds 
rather than common shares. We say there is no place for 
income bonds here. The use of common shares is a 
reasonable thing. It is what corporations usually do. 
If we were out borrowing money, then to entice someone 
who would not buy our shares but who might be interested 


in a higher return possibly from income bonds, we might 
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entice him into buying the income bonds; but that 

is not the position here. We are dealing with the owner 
of the enterprise, and the owner of the enterprise is 
entitled to all the equity in it, and we say the equity 
in it should be represented in his case by the use of 
common shares rather than by the use of the income bonds. 


I say that the only party involved is the owner. 


(Page 24106 follows) 
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Now, the only questicn is how the owner is to receive the 
returns, if any, which may be earned, The owner owns 
them all in any event, in this particular case one owner, 
no outside parties, no persons in different categories 

of creditors and so on, ror the owner to have to issue 
income bonds in this instance would virtually constitute 
a mortgage -- I think your lordship used this example the 
other day -- by the owner of the property to himself, 
going through the motions of pretending to give prefer- 
ence to himself, so to speak, against himself, I put 
that by way of emphasis, 

The owner does not need to do all that. The 
cwner would have the stock certificates which indicate that 
the entire equity capital of the C.N.R, belongs to it, in 
this case the government, 

THE CHAIRMAN; You have the owners in three 
positicns, First they are owners, then they are creditors 
and then they are debtors, 

MR, O'DONNELL: That would be what it would amount 
to, but what we say is simply this. The government owns 
the entire venture in so far as the equity capital is 
concerned, Why confuse the picture? Why not have it a 
neat and simple transaction with the capital of the venture 
being divided into that portion which is borrowed, which 
would remain in the hands of the public, and that porticn 
which is equity which would be entirely in thehands of 
the government, represented by common shares, 

I say that there is a complete merger of inter- 
ests in the present case vested in the owner of the enter- 
prise, the government of Canada, the sole shareholder by 
virtue of the Canadian National Railways Act, As I 
have said, income bonds are sometimes used to distinguish 


between the rights of different persons in different 
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categories, creditors, lenders and so on enjoying different 
preferences and ranking unequally against the possibility 
of available earnings at some future time, 

There 1s no one to rank against the government as 
to any earnings which there may be over and above the 
interest which is owing to the public, There is no one 
but the government involved in this situation. There are 
no classifications of categories, no first, second or third 
groups of shareholders or of income bondholders or anything 
of that kind, There are just two simple classifications 
providing for the dividing of the capital of this venture 
between borrowed capital, bonds, and the equity capital, 
shares, owned entirely by the one shareholder, 

The income bondholder is somewhat in the nature 
of a mortgagee, as your lordship said the other day, 
whereas the shareholder, as in the present instance, is the 
owner, The Canadian National proposes to its owner that 
its equity in the enterprise be represented by common shares, 
It is most unusual tc propose the issuance of income bonds 
for the purpose of protecting the interst of a party not 
either the owner or a creditor of the corporation but an 
outsider completely, That is the proposal, that it is 
for the protection cf an outsider completely and that the 
unusu2l procedure of recourse to income bonds should be had 
when that outsider is not the owner or creditor nor has it 
any interest in the corporation as a corporation, This 
is strictly a matter of internal adjustment in the corpora- 
tion by the owner of the corporation. 

The proposal put forward by the C,N,R, is neat 
and simple in so far as the capital is concerned, Its 
capital would be of two classes, (a) borrowed and (b) 
equity. As to (a) such part cf the capital as is borrowed 


is to continue to be represented by bonds, and as to 
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(b) the balance cf the capital which is equity is to be 
represented in the ordinary every-day usual corporation 
manner of equity stock, that is, common shares, 

In the years when interest on the bonds is paid 

“nd eny surplus earnings may still remain, they will be 

available for disposition by the directors as they may de- 
termine, This again is in conformity with the crdinary 
every-day practice of .copperaticns, including the C.P.R, 
If the C,.P.R,, having paid whatever interest it owes, 
having paid all its operating expenses, taxes, and 
whatever interest it owes, has any moneys available then 
the directors of the C,P.R, determine how it shall be used, 
whether it shall be plowed back in part into plant and 
equipment, and whether or not 2 dividend shell be declared, 

On the proposal that the C.N.R. makes it would 
put these two companies on an exactly comparable basis in 
so far as the handling of the returns is concerned, The 
directors will determine whether some portion, if there be 
any surplus, will be plowed back into the company by way 
of additions and betterments just as the C.P.R. dces, and 
if there is anything available over and above that they 
will determine how much will be declared by way cf a 
dividend, The C,.N.R, suggests that is a fair and proper 
way toc handle the situation, that it is the easy way and 
has the advantage of simplicity. The plan is a relatively 
Simple one with a twofold division in so far as capital 
is concerned, 

To suggest the imposition cf income bonds on 
the management and board of the Canadian National, which 
consider that common stock is necessary, I say would be ea 
denial of what is properly a matter for the exercise by 
the Gaiiattan National directors of the discretion accorded 
to directors of any corporation with respect to the 


declaration cf dividends and the handling of any surplus 
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which may be available, Similar to the C.P.R., the 
legitimate aim of the management cf the Canadian National 
Railways on its own part is the attainment of financial 
self-sufficiency, That is an objective which it believes 
merits earnest consideration in the making by this Com- 
mission cf its recommendaticns upon this all-important 
matter which is presently before it, The C,N,R, says 
that it wants tc be allowed to handle this particular 
aspect ofthings in the same way that the C,.P.R, does, 

That is all I have to sey on that aspect. We 
consider that the proposal as put forward is fair and 
reasonable in every respect, that it provides very simple 
treatment in the final analysis for the recording on the 
balance sheet of the capital of the corporation divided 
into those two categories, 

I leave that and come now to one of the wit- 
nesses called by the C.P.R., Mr, Courtland Elliott, their 
third witness on this matter, As to Mr, Courtland Elliott 
i eve very little to say. He was retained by the 
Canadian Pacific to examine the Canadian National re- 
capitalization plan, and to use his words, "to peruse 
the evidence given before your Commission in connection 
with that plan," 

The following sentence expressed by him indicstes 
why it is considered well to make but 2 passing reference 
to his testimony. Mr, Elliott said: 

"This request was made" -- 

That is the request by the C.P.R, to him. 
" -- with e view to placing before you what- 
ever comments I might develop, not as an 

I emphasize these words, "not as en expert in 
railway finance or operations, but rather 


98 an outside observer with a detached 
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spproach to the subject at hand," 
Thet is in Volume 114, page 20815. In our respectful 
Submissicn, and with every deference, I sey that Mr, Ellictt's 
approach was so thoroughly detached that there is nc point 
in ccnsidering Mr, Elliott's remarks in detail, 

"The subject at hand" as Mr, Ellictt put it, 
is cneé which in the finel analysis is so very technical 
and requires such an intimate kncwledge cf railway 
operaticns and railways financing, that the best expert 
opinion in reilway finance and railway operaticns should 
be sought in attempting to deal with it. On Mr, 
Elliott's own frank admission he is, in cur respectful 
submission, not qualified to bring any experienced 
judgment to the solution cf the problem. He stated he 
had been retained "to peruse the evidence". As far as 
I am concerned, the Commission has heard the evidence and 
seen the witnesses who have spcken to the facts involved 
in connecticn with it. It is the Commission that has to 
be the judge of the matter, not one whc has merely read 
the evidence, 

As indicating cur reasons for refraining from 
any review cr discussicn cf Mr, Elliott's evidence, I wcould 
respectfully direct the attention cf the Commission to @ 
statement which he made on page 20818 reading: 

"On the basis cf the informaticn available, 

there is a considerable area of doubt in my 
mind whether the specific difficulties cited 
by the Canadian Naticnal Railways are basically 
due to its disproportionate amount cf funded 
debt and to a large amount «f unremunerative 
investment.” 

He further indicated thet there was doubt in 


his cwn mind thet, and I use his words, "the predicament 
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of the Canadian National Railways may not be so serious 
or sc permanent as is contended." That is at page 20819, 

As to these remarks cf Mr, Ellictt, I say only 
that all through the years numerous persons with first- 
hand detailed information, the Duff Commission, Senate and 
Commons ccmmittees, have said that the Canadian National's 
debt burden was excessive, that it was over-capitalized , 
and so cn, The C,P.R,, Mr, Walker, Mr, Evans and its 
witnesses, Mr, Northey Jones and Mr, Norman, all agree 
that it is excessive, In effect they have stated that 
the only thing thet worries them is the remedy which is 
to be brought to rectify the situation, | All are in 
agreement except Mr, Courtland Elliott, and alone in 
his opinion I leave him, 

I said yesterday that the Canadian Pacific called 
but three witnesses to express their views on the merits 
and consequences of our recapitalization proposals, None 
of them was experiencedin railway operations, These 
witnesses were introduced as an investment banker, 2 
chartered accountant and an eccncmist. Whether by design 
or quite by accident, the Canadian National witnesses who 
had previously explained its proposals to you are primarily 


& banker, an accounting cfficer and an engineer possessed of 


considerable knowledge, I think it may fairly be said, 
of railway economics, 

The Canadian Pacific witnesses have nct hesitated 
at any point tc defer to the superior knowledge of the 
Canadian National witnesses concerning this recapitalization 
problem, which after all is one sc specifically related 
to the Canadian Naticnal itself, so integrated with it 
and woven into its cwn operations and affected by con- 


ditions and characteristics peculiar to it alone, 


To point up the fact that the Canadian Pacific 
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witnesses avowed that the Canadian Naticnal witnesses, 
its own cfficials, were better qualified than they, by 
experience and training, and by reason obviously cf their 
close ecntact with its affairs, one has but to refer to 
a few short excerpts from the evidence which, with ycur 
permissicn, I prcpose tc do, 

First as to Mr. Northey Jones, Mr, Jones said: 

"I am neither an engineer nor an accountant." 
That is at page 20424, Volume 112, Again he said: 

"I have not inspected the Canadian National," 
That is at page 20514, Volume 112, 

Speaking cf the surpluses which might result from 
the recapitalizaticn, the follcwing questions and answers 
indicated the deference cf Mr, Northy Jones to the cpinion 
of the Canadian National officers in this respect, I refer 
to page 20491, Volume 112. 

"Q. As I say, then, from your point cf 

view your theory is that there may be large 
surpluses? 

"A, Well, I hope there will be considerable 

surpluses over and above/ $15 million, 

"Q. Now, the Canadian National as you know 

are nct optimistic; they say that on this re- 
capitalization on the average the surplus will 
be: zero, 
"A, Well, they ought to be able tc fore- 
cast that betterthan I can, much better, " 

Similarly, regarding estimates as to the growth 
of traffic and its potentialities, the following short 
passages indicate that in Mr, Northy Jones! judgment the 
views of the Canadian National auditors concerning this ail- 
important subject shculd prevail. I refer to pages 


20595 and 20596, Volume 113. 
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"Q. With respect to growth of traffic in 
Canada I think you said very fairly and frankly 
that in so far as Canadian National is concerned 
you are prepared to leave that to the judgment 
of the officersof the Canadian National who have 
full infcrmation and details concerning that? 

"A, Yes. 

"Q. And whose judgment ycu thcught was 
betterin the circumstances? 

"The Chairman: What is it thet Mr. Nc rthey 
Jones is prepared tc leave tc the discretion of 
the management? 

"Mr, O'Donnell; His estimate es tc the growth, 

"The Witness; The estimate of the growth of 
traffic for the Canadian National," 

Then again he said: 

"Then I think somebody asked and I then said 
that as to actual details of estimates of the 
volume of traffic which will move inthe 1950's 
the officials of the Canadian National are much 
better able to estimate than I as to what that 
volume will be," 

Then again: 

"Q,. But, in any event, getting back to what 
I have in mind, we agree that the econcmy in 
Canada is on a different level; we have a dif- 
ferent level of freight rates, for instance? 

"A, Correct, 

"Q,. Different levels of remuneration for 
labour, and we have different prices throughout 
our entire price structure? 


"a, That is correct, 
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"Q. And new with respect totruck ccmpetition 
you say you have more of it in the United 
States and I assume that is correct, as at 
this point, but you are aware of the fact that 
truck competiticn in Canada has grown tre- 
mendously in the last few years? 

riick uk Othe 

"Q. .. . I thought that the officals 

of the Canadian National were better able to 
estimate the traffic potentialities than I was, 

"A, Well, that is good encugh for my 

purpose," 

The question and the answer are inverted there 
and the witness is made to appear to be asking the questicn 
whereas he was answering, So much for that. 

From a perusal of this evidence and a considera- 
tion cf the tenor of other answers given by Mr, Ncrthey 
Jones duringhis examination, I submit that it is fair tc 
Say that he speaks of the Canadian National affairs without 
any real knowledge of them, and that his views with respect 
thereto are without weight, as he admits, particularly when 
they are in contradiction to the considered, experienced 
judgment of the Canadian National witnesses, 

One might comment that the formal statement made 
by Mr, Jones, when commencinghis evidence, is but argumen- 
tative and speculative andin no wise factual. If my 
count be right, thirty-three times in the course of his 
statement the word "if" appears and seven times the 
phrase "it would seem", 

The study and consideration of the Canadian National 
proposal was given from the point of view of the banker, on 
the other hand, by Mr, Gordon, His qualifications tc 


speak on such matters I leave to the appreciation cf the 
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Commission, It should not be forgotten, however, that 
in connection with his study and in the formation of his 
opinion and judgment, Mr. Gordon had available to him all 
the detailed data and technical personnel fully acquainted 
with every aspect of the Canadian National's affairs and 
operations, I simply say this is in sharp contrast to 
the sole opinion cf Mr, Northey Jones, who quite honestly 
admitted, and whose evidence is quite clear, that he is 
in no position to bring any considered judgment to bear 
on the problem, 

As to Mr, Norman, in my submission the various 
statements very frankly made by him likewise indicate 
that any knowledge which he may have of the Canadian 
National recapitalization problem and its affairs gen- 
erally is wholly insufficient to permit him to be of any 
real assistance to the Commission in the solution of this 
difficult subject, 

While Mr. Norman enjoys the reputation and 
Standing of a respected member of his profession,his 
knowledge of railway matters generally, I submit, cannot 
be compared with that of Mr, T, H, Cooper, As to Mr, 
Norman's knowledge of Canadian National affairs, its 
operations and figures, he readily admits it is of the 
most superficial nature, whereas Mr, Cooper has testified 
before you that he has devoted his business life to the 
affairs of railroads,and has spent about forty years 
with the Canadian National and its predecessor companies, 
I think Mr, Norman would be the first to acknowledge that 
Mr, Cooper would fully qualify as an expert on the subjects 
which he discussed before you, 

Tc begin with, Mr. Norman frankly stated that 
he was not a railroad expert, Volume 113, page 20701. 


Again he said: 
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"I am not a student of the econcmics 
of railways." 
That is at page 20702. At page 20621, in reply tc 
Dr.,Innis when questioned *s to there being © parallel 
between the C,N,R, and the C,P.R. with regard to the 
position cf their equipment he said: 
"I have not checked any of the C.N.R's 
figures, because I have nc knowledge whatever 
of how they are computed," 

Again his sparse kncwledge of the Canadian 
National System is indicated when, being questioned 
regarding his prcposed segregation of non-paying ratilways, 
and being referred to the Newfoundland, Temiscouata and 

the Hudson Bay Railways ,he Stated in reply to Mr, Ccvert 
at page 20650: 

"Mr, Covert, I do not have sufficient 

informaticn in regard to the Canadian National," 

Mr, Norman referred to the tg of a valua- 
tion of the earning power of the Canadian National as 
at this time. His evidence acknowledges that he made 
no such study, and that the Canadian National officers 
heve so done, (Volume 114, p, 20801-2). 

Obvicusly Mr, Norman concedes that the views 
of the latter ccncerning this subject must prevail as 
against any statements which he may have expressed on 
the subject, when so wholly lacking in any detailed 
knowledge of it. 

It will be remembered that Mr, Norman stated 
in the course of his formal submissicn that: 

". , . in order to gauge as to what should be 
the financial structure of tlhe railroad it 
wceuld be necessary tc have the following 
information." 


That is at page 20639 of Volume 113. At that page Mr, 


fge% tak, LOAOh* aged, tae sovasitanass wie - 
sraiad agedtioy ae Renae « , . 
itty x, gayi ont bas. . aay ede a90 9a ; 
tonmgiope tke: fd. +t} melt he xq 7) 


de Ponneved, I he 


.™ ded boatedmsomg ped titw 42 


nobeeindyy {remot eld to cequos edd mt 


" 


jedw oF 86 Syueg of Sehto at hee 


oaliet ait to utile add 


‘gtilwoit{ot ont eva az ysreagos of how As 


tit ageq 


~ PHIITZ. = Mr, O'Donnell 


Norman listed four items of information which he thought 
he would like to have concerning these matters, When 
cross-examined he acknowledged that his suggested method 
of approach to the problem was but one way of dealing 
with the subject, that there were numerous ways, and 
he agreed that it might be handled in other ways, 
including that proposed by Mr, Gordon of the ae 
which would avcid the lengthy delay entailed in Mr, 
Norman's own method and have equally beneficial 
results, He admitted that the four items of infcr- 
mation which he suggested he would like to have would 
require a lot cf time and Study to obtain, and that 
it would delay matters very considerably in so far as 
reaching any solution to this particular problem, 

The following excerpts from his evidence 

make the matter most clear, I refer to Volume 114, 
page 20902, 

"Q. . . . Mr, Norman, would or could not 
we agree that possibly you have suggested one 
method of handling the problem, as appears on 
page +16, and maybe Mr. Gordon's proposal and 
that of the C.N.R, is another method of handling 
the problem? 

"A, That is correct. 

"Q@. And they might in the final analysis 
work out something that might not be too far 
apart, probably, after you had all the infor- 
mation? 

"A, I think that is quite possible, 

"Q, The matter, though, as I see it, is 
that with respect to yours, your manner of 
handling it, it involves a lot of delay and 

a lot of study in a detailed and specified 
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way that can be disposed of possibly on the 
basis that Mr, Gordon has handled it-, at this 
time, and without that long, lengthy time of 
delay?" 

The pertinent part of his answer was "Yes", 

Again at page 20805, and I have taken the part of the 
question that deals with the matter with which I am 
concerned, In the question there was reference to 
other matters but the part that I think is the question 
begins at the top of page 20805 and reads: 
", 4 . Are you so definitely of the view 
that this problem eculd not be handled until 
these additicnal studies that you suggest 
could be made? 

"A, I am not saying as to 'they cannot 
be handled.' I am saying that if the pro- 
blem were given to me those would be the 
things I would want to know. 

"Q, That is the way you weulda do it? 

"A, That is my view. 

"Q. But you do nct say somebody else might 
not do it in another way with equally beneficial 
results? 

"A, That 1s probably true, 

"Q. And there may be a shorter way of 
doing it thon the way you suggest? 

"A, There are all kinds of ways of 
approach tc a problem of recapitalization, 

"@.. That is right,” 

It is our submission that as to the extent of 

the adjustment required and the method of handling it, 
Mr, Norman is not, due to his lack of familiarity with 


the problem of the C,N.R, from the financial and 
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operating aspects, in a position to bring any reasoned 
judgment to bear on the problem, 

ft this point I should like to refer to the 
Duncan Commission, I think that the Duncan Commissicn was 
faced in a way with © somewhat similar situation in so far 
28 working out a solution tc e very detailed problem that 
might have been approached from e scientific and detailed 
aspect in so far as study is concerned, and arrived at a 


practical, reasonable solution, 


(Page 24121 follows) 
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The problem, I think, in so far as this one that 
we have before this Commission is concerned, is somewhat 
kindred, and could be treated in a similar way. 

Mr. Norman says, "Now, if I were doing it I 
would want all this detailed study, data," and that would 
take a long time to get and that would delay this thing. 
This Commission is requested to report, and in my sub- 
mission there is ample evidence on the record to deal 
with it in about the same practical over-all way that the 
Duncan Commission did at the time. 

Now, the Duncan Commission adopted an expedient 
which I think, and which they said, had the purpose of 
giving immediate relief in a manner that is equitable as 
well as broad, and I say that the problem might be 
approached in a similar way here. The Commissioners 
there said, near the bottom of page 22: 

"We do not believe -- and the Canadian National 
Railways have informed us that they also do not 
believe -- that any more accurate or equitable result 
could be obtained by minute and scientific investiga- 
tion, which would, in any event, take an indefinite 
time to conduct. The situation is one that can only 
be dealt with in a broad spirit, and one that for the 
economic welfare of the Maritimes must be met without 
delay. The course we suggest has the effect of 
giving immediate relief in a manner that is equitable 
as well as broad." 
And again: 

"We think that this broad measuring, once and for 
all, of these considerations has such decided advantages 
that it should not be qualified or delayed by minor 


criticisms." 


Substitute the Canadian National Railways for the 
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Maritimes, and I Say the statement of the Commission is 
very apposite and provides a reasonable way for solving 
the problem with which this Commission has to deal. It 
1s on that basis, facing the difficulties of any aritkh- 
metical exactitude, that the Canadian National approach 
the problem, and it Suggests that the settlement which 

is proposed would be "equitable ag well as broad", and it 
would also permit the matter to be handled, as is contem- 
plated, I submit, by the terms of the reference in this 
case, expeditiously and without doing violence to anyone. 

When considering the evidence which the Commis- 
Sion has before it, I woula just ask the Commission to 
have in mind the experience and qualifications of Mr. 
Cooper, which will be found in volume 98 at page 18462. 

I do not want to take too much time, but, for the conven- 
lence of the Commission, I woula Just like to have it 
neatly on the record at this point: 

Almost forty years with the Canadian National 
or its predecessor companies; its chief accounting officer, 
and before that Successively General Auditor, Assistant 
Comptroller, and since 1938 Comptroller and since 1945 
Vice-President & Comptroller. Since 1923 he has been 
pretty much in charge of the final accounting at Head- 
quarters for the Canadian National System. 

A statement of Mr. Fairweather's experience and 
qualifications will be found in volume 103 at page 19106: 
A man of forty years! railroading experience, and I think 
he is as fully qualified as anyone in Canada to speak on 
the subjects concerning which he Speaks. His record and 
experience were stated briefly by me as follows 
(p. 19106): 

". . . Mr. Fairweather has been engaged in railroad- 


ing since 1911. He is a graduate of Acadia and McGill 
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Universities in Civil Engineering. He was on the 
staff of the organization set up by the Government 

to conduct the Grand Trunk Arbitration, and on the 
consolidation of the Canadian National in 1923. He 
was appointed Assistant to the Director, Bureau of 
Economics, of the Canadian National, which department 
was subsequently changed to the Department of Research 
and Development, of which Mr. F:irweather has been 
Vice-President since 1943." 

COMMISSIONER INNIS: They do not look that old. 

MR O'DONNELL: No, they are very young-looking 
and well preserved. 

MR EVANS: They probably feel that way. 

MR O'DONNELL: I think if they had to stay 
through this kind of session very many more times they 
would soon get to look most old. 

Mr. Cooper and Mr. Fairweather have throughout 
the years, I say, appeared before all the important 
bodics investigating railway matters; and I respectfully 
submit that their evidence can be relied on with confidence 
by this Commission. 

That is all I have to say on that point, and I 
turn now to the question of the desirability of adjustment 
of the capital structure and the adoption of the C.N.R. 
plan. 

On this aspect of the matter, Mr. Cooper said 
(vol. 99, p. 18557): 

"Tt is safe to say that this matter of recapital- 
ization has been under consideration on and off since 
1917, a period of over thirty years. There has been 
general agreement that the railway's debt structure 
is far too heavy and that something should be done 


about it, but there has been a tendency to leave the 
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problem for someone else, or for another day." 


Again, Mr. Cooper reviewed in detail the 


various references to the subject which have appeared in 


reports of Royal Commissions and other public documents 


over 


the years. He referred to the Drayton-Acworth Com- 


mission in 1917 (p. 18548). 


ber, 


The Commissioners there said, if you will remem- 


Speaking of the C nadian Northern, the Grand Trunk 


and the Grand Trunk Pacific: 


Then 


"These companies have broken down. We see no way 
to organize new companies to take their place. Their 
only possible successor is in our view a public 
authority. We are confronted with a condition and 
not a theory." 
again at page XLVII (p. 18549): 

"But if two companies went into the hands of 
receivers, we cannot doubt that investors outside 
C nada would believe, however, erroneously, that the 
Dominion Government had treated them badly, and that 
the result would be serious injury to the credit of 
the Canadian Government and indeed of all Canadian 
enterprises. And this result is one that, putting 
1t on pecuniary grounds alone, the Canadian people 
should in their own interest spend a good deal of money 
to avoid. We therefore consider that Canada should 
assume the responsibility of seeing that the interest 
on these securities is met." 


Then there was recommendation No. 28, which 


appears on page LXXXVII (p. 18549) -- I read that once 


before: 


"That the Government assume responsibility to the 
Dominion Railway Company for the interest on the exist- 


ing securites of the transferred companies." 
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The matter of an appropriate adjustment was 
broached by Sir Joseph Flavelle when, as Chairman of the 
Board of the Grand Trunk, he addressed a letter to the 
Right Hon. Arthur Meighen, Prime Minister of Canada, on 
August 12th, 1921. This letter appears in the record as 
Exhibit 220. One has but to read the recommendations of 
the then Chairman of the Board of the Grand Trunk to see 
that the relief suggested is still being sought. 

The subject was raised again by the then Chair- 
man and President of the Canadian National Railways, Sir 
Henry Thornton, in the Annual Report of the railway for 
the year 1923. The relevant extract from Sir Henry's 
report appears at p. 18551, vol. 99. It reads: 

"Consideration is being given to the policy to 

be followed with respect to the capitalization of the 
system, and the extent to which, if at all, the advances 
made and capital held by the Government should be 
wiitten down to a figure which may be regarded as 
consistent with the earning prospects of the railway. 

In the consideration of such a problem, the interests 
of the Government, which is to say the people of Canada, 
must be given due weight. On the other hand it would 
seem unreasonable to burden the Canadian National Rail- 
ways with a load which is beyond its conceivable earn- 
ing capacity." 

Further reference was made -- I am merely putting 
these in chronological order so that they will be convenient- 
ly before the Commission -- further reference to this problem 
and the possibility of dealing with it was made when the well 
known auditing firms of Messrs. Edwards, Morgan & Company, 
and Peat, Marwick, Mitchell & Company, made a joint report 


to the Board of Audit in March 1925 (vol. 99, p. 18552) re- 


garding the same recapitalization problem. 
y (Page 24126 follows) 
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The matter was reised egein in pert by Sir 
Henry Thornton end appears on the seme pege. 

The problem still remained unsolved at the 
time of the Commission under the Chairmanship of the 
Right Honourable Lymen Duff, P. C. In September, 1932, 
when this Commission reported, it commented upon the 
execssive capital liabilities of the Canadian National 
Railwoys, but stated that it did not consider the time 
opportune to deal with the matter, Its reference to this 
matter will be found in poeregraph 86 of the Report under 
the heeding "Capital Structure - Canadian Netional Roilways" 
at page 30 of the Report. Reference is made to it in two 
other paragraphs. Paregraph 84 says: 

"Representations have been msde with respect to 
the capitel structure of the Canadian Notional Roilweys." 

And ogain at 85 it refers there to the problem: 
",. is the total capital liability of the system..." 
And 86 says: 

"It hos been suggested thet in view of the 
excessive capital liabilities in relation to the 
cerning power of the system they should be reduced to 
an amount which more nearly approximate the 
eerning power of the railway. The net operating income 
(1.e. the emount availeble for interest and dividends) 
of the Conadien National system for the period 
1923-31 inclusive averaged $24,414,447 per annum. 

This figure would require adjustment if adequate 
provisions were made for deprecietion. It is obvious 
that on this basis of earnings the capital licbilities 
would require e very drastic writing down. And while 
this Commission is of opinion thet it must be frankly 
recognized thet e very substential port of the money 


invested in the roilways comprised within the Canadian 
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Netionol system must be regarded es lost and that 

its capitel licbilities should be heovily written 
down, they do not consider thet the time is opportune 
to deal with this importent metter." 

The matter is egain emphesized by the Commiss- 
loners in Porsgraph 192 which appears at page 60 of the 
Report. It reods: 

"The Conadien Netionel system suffered under a 
heavy burden of capital liability and fixed charges 
with consequent unsatisfactory results of operetions 
from the financial point of view." 

All ere in agreement thet from the railway 
operational point of view, the Canedian Nationel Railways 
todey is efficicnt, well monaged and is doing an excellent 
job but from the financial point of view, owing to the 
distortions in reporting the results, its true position is 
not properly understood and it suffers as 2 result of that. 
it is’ for thet reason it Suggests thet et this time, after 
these mony yeors of review ond comment upon these metters, 
this situation should be adjusted. 

A further very pertinent observation by the 
Commissioners appears in Poregraph 206 which is at poge 
64 of the Duff Report. I quote in port: 

",.eeThe debt of the system in the handsof the 
public is now very large and more than the railway can 
carry from its earnings even under improved congitions..." 

I sey the same situation prevoils todsy. The debt of the 
reilwey is still fer more than it cen carry from earnings. 

Some of the recommendations of the Duff commission 
were implemented by the Capitel Revision Act in 1937. It 
Should, however, be fully understood that it wes but a 
pertial treatment of the problem. Speaking of this Act, 
Mr. Cooper seid end I read his few words et poge 18556: 
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"All I want to sey st this point is to emphasize 
thet the Copitel Revision Act of 1937 wes never 
intended to be e cure for 311 the ills which beset the 

roilwey's finences," | 

THE CHAIRMAN: Who seid thet? 

Mr. O'DONNELL: Mr. Cooper, my lord, end the 
Commission will remember that in the Moin Brief at page e7 
end following - 

THE CHAIRMAN: Did he speak of the Act of 1937? 
Wos thet what he was referring to? 

Mr. O'DONNELL: Yes, my lord. 

THE CHAIRMAN: "is never intended ..."? 

Mr. O'DONNELL: "to be a cure for all the ills 
which beset the railway's finances," 

THE CHAIRMAN: Whet did the Act say sbout that? 

Mr. O'DONNELL: Well, the ect is summarized very 
neatly, I think, at pages 26 end 27. 

THE CHAIRMAN: Where is the Act itself? 

Mr. O'DONNELL: Well, the Act, mylord, is in that 
pomphlet. 

THE CHAIRMAN: It might be well to look back end 
see what parliament thought they were ochieving, I think I 
heave it here. Yes, I have it here. 

Mr. O'DONNELL: And it is something that you will 
heve to read very closely end cerefully and I would refer 
you to the schedules which ere annexed to it in order thet 
you may get the true tenor and import of it end reference is 
made to it in Exhibit 214, the Canadian National Moin Brief 
et the bottom of page 26 and over on to pages 27 and 28. 

THE CHAIRMAN; The Act does not seem to contain 
eny declaration of intention? 

Mr. O'DONNELL: Now, the Act does not, but I read, 
I think, the other day, extracts from the debetes in connection 


with it, and I think, my lord, thet for an easy understending 
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of the general provisions, if your lordship would just 

look et pages 26, 27 end 28 of the Mein Brief, you will 

see it there in summarized form but it is something thet 
will have to be looked into by the Commission ond I meke 
merely this pessing reference to the treatment of it by 

Mr. Cooper at the time he was testifying. 

Mr. Cooper went on then to soy ot page 18556: 

"The revision wes releted only tothe relationship 
between the railwey and the government as to the 
government's position as both shoreholder and 
creditor, The railway hes tried to make it very 
clear that the revision did not go far enough. It 
was so stated by the Board of Trustees of which 
the late Honourable Judge Fullerton was chairmen. 

The Board of Trustecs was later superceded by 
a Boerd of Directors, ond when asked for their 
views the directors passed the following minute." 

They were esked by the government for their views concerning 
the passing of the bill end the Minute No. 22, Jonuary 21, 
1937, reads: 

"t Further consideration was given to the draft 
(deted Jonuory 6, 1937) of the proposed Bill entitled 
'An Act to Provide for Revision of the Accounting Setup 
of the Cenadien Nationel Railway System,.! 

It was unenimously resolved thot the Directors 
approve the policy of the same Bill. 

They desire to add that they reserve the right to 
recommend edditional measures when they have had time 
and opportunity for e more detailed study of the 
cepitelization and general finencial position of the 
System. 

Acknowledging receipt of this resolution, the 
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: : Ottewe, Jenuery 25, 1937. 
Deer Mr, Hungerford: (He was the then president ) 

Thanks for yours of January 2lst, to advise 
thst your directors have approved the policy of the 
draft bill providing for revision of the eccounting 
setup of the Cenedisn Nationel Roilwoys. 

Your directors will of course have the right et 
eny time, to recommend sdditional measures along the 
same lines, 

Yours faithfully, 
(sed.) C.D. Howe (p18557) '" 
That is the end of the quotation of Mr, Cooper's comments. 
During the course of his remerks to the Standing Committee 
on Railwcys and Shipping Owned, Operated end Controlled by 
the Government, On Februery 18, 1937, the Minister of Tronsport 
said in part: 

",.. no steps however were taken in 1920 to provide 
for edjustment of the capital liabilities on the Nctional 
Railways! balance shect ..,' 

On the same occasion the Honourable Minister slso said: 

",..The Nationol reilways ‘has in the course of 
events become an integral part of the financial 
structure of Caneds. It cannotnow be properly considered 
as something independent and apart. In view of the 
funded debt in the hands of the public, the position of 
the Dominion is, in the finel analysis, essentially that 
of equity ownership regerdless of how the problem is 
approached and thisfact might well be made clear to the 
people of Canade inthe published accounts of their railway." 

And again I quote: 

"Tt has been said thet the conversion of any 
intcrest-bearing government loans for cepital purposes 
to proprietor's equity represented by capital stock 


would be unfair to the Canadisn Pacific, which company 
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hoes to raise its capital requirements sat interest." 
It is curious to note how oft end regulorly 
repeated -- 48 and whenever the Cenadian Notional endeavours 
to do any 'internsl housekeeping! with e view to presenting 
its effeirs in e more easily understandable way to its shere- 
holders, the people of Canade - does the Conadian Pacific raise 
the cry "unfair". History repeats itself. 


THE CHAIRMAN: We will now have o five-minute recess. 


@7» Kecess. 


(Page 24132 follows) 
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THE CHAIRMAN: Very well, Mr. O'Donnell. 

MR. O'DONNELL: Yes, my lord. I just notice 
here that on that statement that hasto go into the record, 
the word "surplus" appears on the end. That obviously 
should be "deficit". 

THE CHAIRMAN: What is that? 

MR. O'DONNELL: This $122,000, instead of 
being "surplus" it should read "deficit". That is a 
mistake. 

Now, just picking up where we were before 
the adjournment, I would like to say that the capital 
burden of the Canadian Nationalwas also the subject of 
inquiry by the Special Committee of the Senate of Canada. 
which convened in 1939, and the report of the Committee 
at page 490 contains the following observation. I have 
already read part of the observations of that Committee, 
my lord, the part at page 490 I won't read again. But 
at page 492 the Committee said this in its report, its 
report dated llth May 1939:- 

"In the opinion of some members of the 

Committee the emphasis which has been placed 
upon Canadian National deficits has from the 
outset of the inquiry placed our National 
Railway System in a somewhat false position 
before the public, who, previcus to this 
inquiry had no comprehensive knowledge of the 
development of the Canadian National System 
and the service it has rendered to the 
country. Unfortunately its debt and deficits 
seemed og en as an indictment against its 
administration, and although Canadian Pacific 


business was also on the down grade and was 
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"fighting its own battle, its contribution 
before the Committee focused entire atten- 
tion upon Canadian National Railway deficits 
as though they were the cause of all our 
railway troubles. The psychology of this 
Situation placed the Canadian National Rail- 
ways in the position of having to defend and 
justify its administration." 

Now, that is exactly that time of thing, I say, 
that should be remedied once and for all and for the 
relief of which the present proposals are put forward. 

THE CHAIRMAN: You say "once and for all". 
What do you mean by that. 

MR. O'DONNELL: I mean, once and for all in so 
far as anything can be. Today this problem, which has 
been hanging around for so many years, should be treated 
and an attempt should be made to dispose of it on a 
reasonable basis, remedying the type of thing that the 
Senate report refers to, and to put the company in a 
position so that its true operating results as of today 
and in current times, are reflected and reported and 
readily understandable by the public. That is what I 
mean by that. 

I submit, the Duff Commission said "We 
know it is there, it is over-capitalized, the burden 
is excessive, but it is not the time to deal with it”. 
Now, @) pubmit 7 le the stime, sn eae saying is that we 
are asking in the circumstances, we will expect and 
ask for a recommendation from the Commission which will 
permit that matter to be settled in so far as it is 
possible to settle any problem. That is what I have 


in mind there. Now, my lord and members of the Commission, 


under the provisions of Section 13 of the C.N.-C.P. Act, 
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independent auditors were appointed. I might read it 
if it would be of any assistance. 

THE CHAIRMAN: All right, we know it. 

MR. O'DONNELL: That provides that a continuous 

audit of accounts of the National Railway shall be made 

by independent auditors appointed annually by joint resolu- 

tion of the Senate and the House of Commons and annually 

reporting to Parliament in respect of their audit. "Their 

annual report shall call attention to any matters which 

in their opinion require consideration or remedial action." 

That is the pertinent part so far as I am concerned at 

this point. The pertinent provision,] say, reads: "Their 

annual report shall call attention to any matters which 

in their opinion require consideration or remedial action." 
Now, in compliance with their duty, these 

auditors have repeatedly reported that the fixed charges 

of the railway are excessive and disproportionate, and 

have indicated that they should be adjusted. In 1944 they 

said ( and I quote): 

"We would also make mention of the dispro- 
portionate amount of fixed charges borne by the 
National System in comparison with other major 
railways in North America." 

In 1946 they reported: 

"The ratio of fixed charges to operating 
revenues was 11.7 per cent. We would again 
call the attention of Parliament to this dis- 
proportionate ratio of fixed charges as 
borne by the National System in comparison 
with other major railways in North America." 

In 1947 the auditors said, at page 5 of their report: 

"The ratio of fixed charges to operating 


revenues was 10.5 per cent. We would again 
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call the attention of -arliament to this dis- 
proportionate ratio of fixed charges as borne 
by the National System in comparison with other 
major railways in North America." 

‘nd again at page 12 they stated that the System has 

afforded some indication of "a peace-time earnings poten- 

tial despite certain handicaps from a strictly com- 

petitive and economic Standpoint which were existent 

at the time of amalgamation and st 111 /Manerene in some 

of its operations. 

" Looking to the future, these inherent 
operating handicaps, in our Opinion, might well 
be made the subject of a special study with a 
view to determining the effect on Operating re- 
Sults of those services of a national character 
as distinguished from those of a normally com- 
petitive character, From such a study the 
Railway enterprise and its Management policies 
could be more equitably and effectively evalua- 
ted than is possible under the present basis 
of viewing the operating results " 

And I say that those are the remarks -- 

THE CHAIRMAN: Have you finished reading? 

MR. O'DONNELL: Yes, my lord, I had just 
finished. 

THE CHAIRMAN: I think we know now where the 
language of this particular clause in the Order in 
Council comes from. 

MR. O'DONNELL: I think so, yes. 

THE CHAIRMAN: I mean, the comparable -- 

MR. O'DONNELL: That is where it comes from, I 
think. 

THE CHAIRMAN: Have they gone on in that report 
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or elsewhere to explain just what they mean by comparable 
basis? 

MR. O'DONNELL: Not that I know of, my lord. 
I think they take for granted -- 

THE CHAIRMAN: Their report has been tabled? 

MR. O'DONNELL: Three or four times. 

THE CHAIRMAN: Who are the auditors? 

MR. O'DONNELL: The auditors are Touche & 
Company, a very well known firm of auditors. At 
different times through the years there have been other 
auditors -- Clarkson, Gordon and Dilworth & Company were 
the auditors at one stage, but Touche & Company have 
been the auditors for quite some years now. They are 
appointed independently by Parliament; they are not the 
company's auditors. They are independent auditors 
appointed, in the words used in the statute, Section 
13;:'a continuous audit of the accounts of the National 
Railways shall be made by independent auditors appointed 
annually by joint resolution of the Senate and the House 
of Commons, and annually reporting to parliament in 
respect of their audit." 

THE CHAIRMAN: Now, do you think, Mr. O'Donnell, 
that by reading their rehort or their several reports, 
it may be, we can get to a proper understanding of what 
is meant by this clause in the Order in Council, Clause C 
of paragraph 2? 

MR. O'DONNELL: Well, on that I don't know, my 
lord. 

THE CHAIRMAN: "Establishing and maintaining 


the fixed charges of that company on a basis comparable --" 
on a basis. 

MR. O DONNELL: Yes, my lord. 

THE CHAIRMAN: "Comparable to other major 


railways in North America." No doubt the language of 
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this clause in the Order in Council came from these reports. 

MR. O'DONNELL: I think that the Order was 
issued by reason of the repeated -- 

THE CHAIRMAN: I mean, the very language. 

MR. O'DONNELL: I agree. 

THE CHAIRMAN: In part at least. They act by 
comparison with revenue and so on. 

MR. O'DONNELL: Through the years, having had 
the matter drawn to the Government's attention so fre- 
quently ag it has been drawn -- 

THE CHAIRMAN: Have these reports been put in 
evidence? Have we them? 

MR. O'DONNELL: Well, they are readily available. 
I have a set that I would be glad to let the Commission 
have. 

THE CHAIRMAN: We should have them, of course. 

MR. O'DONNELL: Oh, yes. I shall be glad to 
have them. I think Mr. Covert says that the Commission, 
Its accounting .officer, has. a copy. I think we furnished 
copies of the financial accounts of the company itself 
and the auditors at the outset of the Commission's work. 
Mr. Covert agrees that that is correct. 

I say, my lord, that those are the remarks of 
Parliament's independent auditors, not auditors appointed 
by the Canadian National Railways. In 1949 at page 1 of 
their report they said: 

"In our reports of previous years we have 
commented on certain matters to which we do not 
propose to refer in this report in view of the 
appointment of the Royal Commission on Trans- 
portation." 

The problems to which the auditors referred 


are those which are presently under consideration here. 
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Now, apart from the references which I have 
Ziven to the many places and the many times at which this 
problem of the Canadian National's excessive capital debt 
burden has been raised, I think it might not be amiss to 
draw the attention of the Commission to the very pertinent 
statements of Mr. Northey Jones at page 20490 and Mr. 
Norman at page 20642. I won't take up the time of the 
Commission to read those, but I just draw your attention 
to them. Mr. Norman's was a very short quotation, 
however. He says -- and I quote in part -- 
i . there may be some merit in the C.N.R. 
request that the total fixed charges be 
reduced to provide greater flexibility and 
to avoid deficits in periods of reduced 
etary 
Mr. NortheyJones likewise agreed that he thought 
that this company should have an adjustment, and he said: 
"T know I would not want to see recurring 
deficits in a company in which I was one of the 
managers." 
Now, similar expressions were voiced by Mr. 
George . Walker, chairman of the Canadian Pacific Railway 
Company, appearing before the Commission on December 12 
last, when he said -- pages 13370-5 -- and I quote in 
part only: 
"T repeat what we have said publicly before, 
that the Canadian National Railways is today 
ably managed by a thoroughly competent group 
of officers; and it should also be said that 
the Executive Officers of the Canadian National 
presently serving the system cannot be charged 
with responsibility for the depressing picture 


disclosed in their submission. 
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"We appreciate too the feeling of lowered 
morale which it is suggested must affect officers 
and employees of the Canadian National in serving 
a railway which, to put it briefly, does not pay 
its way. Indeed in recent years the inability 
of the Canadian Pacific to earn adequate revenues 
(while gross earnings were at the highest level 
in its history) has produced a like feeling on 
the part of its officers and employees, differing, 
if at sit An Aeeeee, from that of the officers 
and employees of the Canadian National." 

The Commission will remember, I think, that I 
drew to Mr. Walker's attention what he obviously had 
not intended to infer, in any event, that the Canadian 
National had never had an operating deficit; that when 
it is suggested that it does not pay its way, the 
meaning there is that it does not pay its way when this 
excessive capital burden is saddledcon to the operating 
results in each given year. Only then does it not pay 
its way, but it has been paying its way so far as its 
operations are concerned in each and every year since 
it was set up, and that is what should be very fully 
SLarl ered . 

Again, as further evidence of the notoriety of 
the situation concerning the ‘iv,alancedcapital set-up 
of the Canadian National, I refer to the formal sub- 
missions of the Province of Manitoba to this Commission 
(Exhibit 119), which at page 68 refer to "The Capital 
Charges and Corporate Structure of the C.N.R." where it 
is expressly stated that: 

"6, the capital structure of the C.N.R. 
based as it is upon a reorganization of a number 


of bankrupt or near bankrupt lines, is such that 
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its fixed charges are far in excess of those 
for comparable railways on the North American 
Continent." 

The submission goes on to state at Page 69: 

"At this point we would like to refer 
parenthetically to subsection (c) of section (2) 
of Order in Council P. C. 6033 which directs your 
Commission to consider whether it would be ad- 
visable to establish and maintain the fixed charges 
of the C.N.R. ' on a basis comparable to other 
major railways in North America'. 

"The reference in this subsection is to fixed 
charges alone. It is our view that any reorganiza- 
tion of the financial structure of the C.N.R. must 
take into account a number of other things of 
which one is the element of current operating 
expenses which represent the losses on uneconomic 
lines. Another is the peculiar position of 
equity capital in the C.N.R. when compared to 
privately owned lines. We do not propose to 
discuss these matters further in this present 
submission except to express the view that the 
mere scaling down of the fixed charges of the 
C.N.R. without regard to the other factors, 
would be far from a satisfactory solution of the 


financial problems of the C.N.R. 


(Page 24141 follows) 
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"Our views with respect to the financial position 
of the C.N.R. and with respect to the position of the 
C.N.R. in the determination of the level of Canadian 
freight rates, should not be interpreted to mean that 
we think the C.N.R. should be ignored in these matters. 
The C.N.R. is a major factor in Canadian transporta- 
tion. In miles of track, in tonnages moved, in number 
of employees and in nearly all measures of size, it 
far surpasses the C.P.R. The standard of service 
offered by 1t compares favorably with the C.P.R. and 
in many aspects of its operations its practices and 
experiences follow closely those of the C.P.R. 

Careful attention should therefore be given to its 
operations and its results will be of great 
assistance in estimating the cost of many specific 
services." 

As I have said, my lord and members of the Com- 
mission, the provinces of Canada which have been repre- 
sented at the hearings have generally approved the idea 
that the time is ripe for an adequate adjustment of the 
long-outstanding problem of the C.N.R.'s capital structure. 

THE CHAIRMAN: That is just the point. In your 
brief at pages 30 and 31 it seems to me that you undertake 
to show why the settlement of 1937 was not adequate; that 
49, .80,,.18n,'t it? 

MR O'DONNELL: Yes, my lord. 

THE CHAIRMAN: You talk then about the advis- 
ability of securing a final and complete solution. 

MR O'DONNELL: Yes. 

THE CHAIRMAN: And that you think is what this 
plan gives? 

MR O'DONNELL: Well, yes. 

THE CHAIRMAN: Because, you see, you exercise a 
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great deal of ingenuity to show that, after all, it is 
rather a precarious plan. 

MR O'DONNELL: I exercise a great deal of 
ingenuity to show what? 

THE CHAIRMAN: That this is, after all, rather a 
precarious plan. 

MR O'DONNELL: Well, my lord, I say that the plan 
is based on actualities and facts as they are today. Now, 
the Commission is not, any more than I, a prophet of what 
the situation may be ten years hence or twenty years hence, 
but as of today the situation is -- and I think it is 
factually before the Commission -- as it was put by the 
evidence that was led here, and that is the problem to be 
approached from the facts as they are; and the facts as 
they are, in my respectful view, are, I think, well 
established, and I do not think the Commission is expected 
to deal with the thing on the basis of what they may be 
fifty years hence. In 1916 there was a commission, in 
1931 there was a commission, and there have been committees 
of the Senate inquiring into these matters year in and 
year out, and committees of the House of Commons. Time 
goes on and situations change, but all the Commission can 
be expected to do is to approach the problem as it presents 
itself today on the basis of actualities as they are at 
the present time, and that is what has been put before the 
Commission -- the problems of the Canadian National as they 
today exist. That is all that thé Commission is asked to 
study and report on and recommend about, and that is all 
that can fairly be expected of the Commission. The Com- 
mission would wae be held responsible twenty years hence 
for something that may occur in the interval. That is the 
way we approach the problem, my lord, and we say that the 
situation as it is today is what has to be faced and dealt 
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with, and we say that this is the first Commission, the 
first tribunal, that has been set up to deal specifically 
with this particular problem. The Duff Commission was set 
up to deal with--- 

THE CHAIRMAN: Yes, I know. That adds force to 
the thought I had in mind, that you were suggesting some- 
thing, as you call it there, final and complete. 

MR O'DONNELL: Well, when I say final and com- 
plete, my lord, it is as final and complete as the Com- 
mission could recommend on the situation as it is today; 
that is what I have in mind. 

THE CHAIRMAN: Well, all right, Mr. O'Donnell, 
we will do the best we can. 

MR O'DONNELL: Well, I think, in my respectful] 
view, that we have a very substantial case, supported by 
facts and figures that speak for themselves, and with that 
problem squarely before the Commission it will be up to 
the Commission to determine how it handles the situation 
and what recommendations it will make. 

I simply say again that when I speak of dealing 
with the problem once and for all, I mean with the problem 
as it presents itself at this time. If the problem 
changes twenty-five years from now, there will undoubtedly 
be another Commission. Apparently Royal Commissions are 
things that go on through the ages from time to time, and 
I do not think that this will be possibly the final Royal 
Commission on even railway matters; but this Commission 
can reasonably be expected, I think, to deal with the 
facts as they are at this time, and that is all that it 
can be reasonably expected to do. 

I say what the Canadian National is proposing today 
is in conformity with the views of those who at its 


inception foresaw the great place which it would come to 
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hold in the transportation field in Canada. In 1919, 
when the bill was proceeding through Parliament, the 
Hon. Arthur Meighen then said of the C.N.Rv, im pari: 

"We are trying to operate it as a business 

concern under corporate management." 
That was his view. 

Mr. Bureau, who I think was later Postmaster 
General, said in that same debate, on April 23, 1919: 

"This bill is being passed for the purpose of 
putting the Canadian Government Reilways as nearly 
as possible, the interest of the people being 
protected, on the same footing as all privately - 
owned railways." 

The Hon. Mr. Rowell, who was then President of 

the Council, said on April 25th in that same debate: 

"I stand for public ownership and operation of 
this railway system, expanded and enlarged until it 
is made a thoroughly complete system, able to compete 
on equal terms with the Canadian Pacific Railway." 

I have already referred to the expressions of 
view of the Right Hon. Mr. Bennett, Mr. Ralston and Sir 
Thomas White. 

THE CHAIRMAN: Is your idea the one that Mr. 
Rowell expressed on that occasion? Is that a fitting way 
to put it’ 

MR O'DONNELL: I think that is the future that he 
forecast for this railway, and I say that as to railway 
operations that has come true. As to railway operations, 
we are competing on even terms, and sometimes with better 
results even in one year or another, but generally speaking 
on even terms in so far as rallway operations are concerned 
with the Canadian Pacific; but we are constantly beneath’ 


that cloud of deficit by reason of something which the 
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present management is not responsible for. That is all we 
aré asking be removed. That is not an unreasonable 
request, in our view. 

THE CHAIRMAN: Don't you show on page 30 of your 
brief why that cloud should not be there? 

MR O'DONNELL: I think we try to show in many 
places, my lord, why it should not be there. Page 30 deals 
with a portion of the problem, that is true, but we have 
shown, we think, why it should not be there. We have 
called witnesses to explain why it should not be there; 
we have put evidence before the Commission, in my 
respectful view, as to why it should not be there. 

I refer to the Drayton-Acworth Commission, 
which said, in my interpretation of it, that the interest 
charge should never have be@€n against the railway as 
Such, it should have been assumed by the Dominion. Why 
Should we have had to run it through our books year in 
and year out, as we are doing? It was never intended, in 
my view, that it should be done that way. All I am saying 
is that today what Mr. Rowell foresaw as being the outcome 
of this publicly-operated road has arrived, and in so far 
as railway operations as such are concerned it is able to 
compete on equal terms with the Canadian Pacific Railway. 
As far as its financial picture is concerned, it is at a 
very considerable disadvantage. 

THE CHAIRMAN: Isn't it at the root of your case 
that you never should have had these burdens imposed on you? 

MR O'DONNELL: That is right, my lord; we never 
Should have been charged originally with the interest on 
the $804 million of securities which were taken into the 
corporation at the time of its inception. The Drayton- 
Acworth CommissSon said, "We do not recommend bankruptcy 


for these companies. We recommend that they be turned over 
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to a new public authority, the Dominion Railway Company, " 
which when it was incorporated became the Canadian 
National by name; but the further recommendation which 
goes with that was that in lieu of bankruptcy the 
Dominion should assume to the exoneration of the railway 
company the interest on the securities of the transferred 
companies. 

Now, I say that we should never in the circum- 
stances have had that debt on us. In the interval since 
1923 the burden has been increased from time to time, for 
instance through the imposition -- when I say imposition, 
I should say the entrustment of the Newfoundland Railway 
without adequate allewance for its operation, through 
having to provide capital expenditures for the Government 
Railways and pay interest when we are merely agents for 
the Government, and the Government had never prior to 
turning them over to the Canadian National charged 
interest on those things. All those items add up to 
$1,533 million -- having to provide rolling stock for the 
Canadian Government Railways, having to co-ordinate those 
four different systems into one integrated system as it 
is today, having to find the money to do that and having 
to pay the interest on the money when found. We say that 
all those things have to be and should be taken into 
account on any proper adjustment of our capital structure. 
We have the total of $1,533 million, and the witnesses who 
were here, Mr. Fairweather and Mr. Cooper, said it is 
conservative, and they showed you why it was conservative. 
They showed you where, for instance, they had taken figures 
and then reduced them by ten per cent to be on the safe 
side. The claim is not padded or exaggerated at all. 

And they say as at tihis time, taking into consideration 


the fact that the ra-ilway has potentialities for earning, 
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we will not ask for complete dollar treatment of this 
matter. We are prepared to make an adjustment on the 
basis that would provide relief to us from interest- 
bearing charges of $1,060 million. If you allow us that 
relief we will endeavour to Operate this great enterprise 
with the hope that on the average we will not have to 
report deficits. We may have Surpluses in some years, we 
may have deficits in others, but our best considered 
experienced judgment is that we will on the average not 
have a deficit, if you just give us the relief we suggest 
we are rightfully entitled to ask for. And when your 
lordship says that the root of the case is that these 
burdens should not have been imposed, I agree entirely; 
that is our case; they should never have been imposed to 
the extent of $35.6 million, I think it is, of interest 
in the first case. 

THE CHAIRMAN: I suggested that was the root of 
your case, but I was not undertaking to decide anything 
about it. 

MR O'DONNELL: I know that, my lord. I am not 
endeavouring to suggest that you have given judgment of any 
kind. I am simply saying that in discussing this thing 
you say to me, "Well, isn't that the root of your case?" 
I say, yes, that is the root of my case, but the roots have 
picked up through the years certain additions to their 
branches as they grew, and we have these other burdens 
that we went over, the various lines operated in the 
national interest and these other items. 

My lord, the heading that I have these notes 
under is "The desirability of adjustment of the capital 
structure and adoption of the Gordon plan." That is on the 
little chart that I gave your lordship at the outset of 


the discusSion.. I am on that point, and all I am endeavour- 
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ing to do here is to put in a convenient place on the 
record the chronological sequence of events and the 
expressions of opinion of people who, understanding the 
facts and knowing the Situation, have repeatedly, year in 
and year out, said this should be adjusted. It should, 
but to date it has not been, and the Commission here, in 
my view, is charged with the duty of recommending what 
Should be done in the circumstances. 

Now, as recently as May llth, 1950, the House of 
Commons Sessional Committee on Railways and Shipping 
Owned, Operated and Controlled by the Government in its 
Report to the House regarding the Annual Report of the 
C nadian National Railways for 1949, as part of its said 
Report, made this significant statement -- and that 
report was this morning filed as Exhibit 290: 

"The Annual Report was adopted, but your Com- 
mittee recommends that the earliest possible consider- 
ation be given to the recommendation of the President 
of the Canadian National Railways that there be a 
reorganization of the capital structure of that 
system." 

That is the most current expression of view. 

In conelusion on this point, I would respectfully 
refer the Commission to the section of the Main Brief 
(Exhibit 214) at pages 75-79, under the heading "General 
Desirability of Adjustment" where aspects which are not 
Strictly financial are put forward as additional reasons 
for adjustment at this time. These pages were read into the 
record, and for further reference will be found in vol. 98, 
commencing at page 18456 and running to page 18459. 

CONC LUSION 
By way of concluding this all-important part of 


the Canadian National Railways' submission to your Commis- 
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Sion, I can think of no better way so to do than to read 
the words addressed to you by Mr. Gordon when he appeared 
before you on March 17th last. His closing remarks for 
which I solicit your respectful consideration will be 
found at page 18388, vol. 98. They are as follows: 

"It is my considered opinion, concurred in by 
the Board of Directors, that nothing short of thesc 
measures can be deemed adequate treatment of the 
eapital structure of Canadian National. These 
measures, if put into effect, should enable 
Canadian Nationcl, on the average, to meet its fixed 
charges, including interest on funded debt. 

"I submit very earnestly that the adjustment of 
the capital structure of Canadian National is long 
overdue and that for the reasons set forth in the 
Submission filed by Conadian National with you in 
October last, 2s well as for the further reasons 
already presented and to be presented during the 
course of these sittings, your Commission should 
recommend that it should now be adjusted." 

With confidence I leave this most important part 
of the Canadian National submission to you, Sincerely 
trusting that your deliberations will result in 2 recommend- 
ation that will ultimately cylminate in the adjustment of 
the capital structure of the Canadian National which is 
anxiously awaited by so many who are interested in Canada's 
greatest transportation agency. 

That is all that I have to say on that aspect or 
branch of the problem, my lord. 

Now, there is one other matter to which I should 
like to refer , and that is the request concerning the 
treatment of the Canadian National Railways securities 


trust. I think it might at this point be well to refer to 
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THE CHAIRMAN: What statute set that up? 

MR O'DONNELL: The Capital Revision Act of 1937, 
my lord. The Capital Revision Act of 1937 provided for 
the C7pital Revision Act. 

Now, 2s part of the recapitalization problem or 
proposal, and for the purpose of simplifying the capital 
structure, the accounting procedure and the balance sheet, 
this proposal, which stands on its own merits and which is 

quite severable from the proposals concerning the 
reduction of fixed charges and the other adjustments 
requested, seems altogether unobjectionable. Reference to 
it will be found in the Moin Brief at pages 181-184. 

Mr. Cooper explained the proposal very clearly 
in his testimony (vol. 100, pages 18644-49). He testified 
as to the purpose for which the trust was created, what the 
sceurities trust is -- in reality an accounting device -- 
whot the suggested revision proposes to do, and what the 
result will be if it is carried out. 

With respect to the purpose for which the 
Securities trust was created, Mr. Cooper said 2t page 


18644; 


(Page 24153 follows) 
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"The trust wes an errengement incidental 
to the 1937 ‘Capital Revision Act. The 
government had agreed thet loans for deficits 
Should be cancelled, that 211 unpeid interest should 
be cancelled, and thet government loans which had 
been made for capitol purposes should be converted 
into equity cepial, The vorious corporations, 

The Grand Trunk, the Grand Trunk Pacific the 

Canadien Northern and the Canadian National Reilway 
Company, were indebted to the government for very 
considerable sums of both principal end interest. 
These amoun's then appeared as liabilities on the 
system balance sheet. It was desired thet as 

far as the railwey system balonce sheet was concerned, 
the loans for deficits and ell unpoid interest 
should be eliminated. At the same time it was 
intended that the four debtor corporations should not 
be freed from their liabilities in respect of 
principal and interest. referred to. 

To some extent the cloims of the government 
ranked ahead of other obligations of the four 
companies, and certainly they ranked eheed of, the 
common shares of some of the subsidiary companies 
in which the public hod 2 minority share interest." 

THE CHAIRMAN: Are you reading from your Brief? 

Mr. O'DONNELL; I am reading from theevidence, 

my lord: 
‘ "The problem therefore wos to make en orrengs 
ment which would relieve the reilwe2y system of 
the liabilities in question but which would not relieve 
the seperate corporations which comprised the system. 
The arrengement decided on wes the creation of a 
trust corporation to which the government transferred 
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for the capital stock of the trust. There wes no relief 
to the debtor corporations but the creditor became the 
trust instead of the government, The government's 
ownership of the claims become indirect, that is, 
through the trust." 
Now, ot poge 18646 Mr. Cooper told the Commission 
what the Securities Trust is: 
"The securities trust, os stated in the moin 
submission is 9 corporation created by Section 12 of 
the Capital Revision Act, Its entire capital stock 
is held by the Minister of Finance on behalf of His 
Majesty. There are five trustees, three representing 
the government and two representing th roilwoy. The 
government trustees erc the Deputy Minister of Finance, 
The Deputy Minister of Justice and the Deputy Minister 
of Transport. The railway trustees are Mr. Donald 
Gordon, chairman and president, and myself (Enis ts 
Mr. Cooper speeking). The Capital Revision Act 
stipuletes under whot conditions the initial stated 
volue of the Trust Shares may be increased or decreased. 
It moy be increased by capital gains ond by surplus 
eornings retained by the railway. It may be reduced 
by capitol losses which ore excluded from cash settle- 
ments on deficit eccount." 
And he goes on then to give the deteils of what 
was in the Securities Trust at the time. I do not think 
the Commission is interested porticularly in that. But 
then he goes on to say in reply to this question: 
"What is it thet you propose to do, and what will 
the result be if it can be done? 
A. Whet is now proposed is that ownership of the 
sheres of the trust shall be tronsferred by the govern- 
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number of railwey compeny one heving the some 
ledger value. If this is done the reilwoy's ownership 
of the shares es on asset account would be offset in 
the consolidated balance sheet egainst the capital 
stock liability ofthe securities trust. Thot is to soy, 
both the osset and liability accounts would be eliminoted 
from the system balance . sheet, and the effeairs of the 
securities trust would ell be within the family end 
would not appear on the system bolonce sheet. 
The equity capitel owned by the government would 
then all be reflected on the roilway balance sheet 
/28 capital stock of Canedien N.tional Railway Compony. 
This proposal, if made effective, would consolidate 
the government's equity in Canadien Notionel into two 
accounts instead of three, At present there are 
three accounts: (1)Copitel stock of the Canadian 
National Railway Compeony; (2) Copitel stock 
of Canadien National Reilweys Securities Trust, and 
(3) Copitel expenditures by the government on 
Canodion Nationol Roilweys,. 
Under the proposal number 2 would disappeer. 
The advantoge from this arrangement is that it helps 
to simplify our capital structure. The Securities 
Trust would not eppesar, end the copital now represented 
by the shores of the trust would be represented by 


Sheres of the railway company. The government's 


ownership would not be diminished in any respect 


but woulél be entirely through the roilway company 
instead of being portly through the railwey and partly 


through tthe trust. Very few people understand the inter- 


jection eof the securities trust in the cepital structure 


of the Ctanadian Nationol, end this errangement would 
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help to e better understanding," 
And then he went on to say: 

"The debts of the four corporetions will remain 
exactly ss they ore, and will still continue to be 
held by the trust. Trensactions effecting the 
government's equity capitel sccount will continue to 
require government opproval. The collateral securities 
held by the Trust will continue to be so held subject 
to relesse only with the spprovel of the Governor in 
Council as required by Section 21 of the .Act." 

And then he went on to say that this matter had been discussed 
with the government and, I take it, that they had no objection 
to this metter being dealt with as is suggested. 

I think that the evidence igen Cooper and the 
explenation in the Main Brief make the reason for this 
Suggested change quite evident. 

THE CHAIRMAN: Did I understand you to just say 
that the government hed approved of it? 

Mr, O'DONNELL: The officers who were on the 
Securities Trust sgreed that the matter should be put before 
the Commission here, 

THE CHAIRMAN: I thought it went further then thet. 

Mr. O'DONNELL: I have just forgotten offhand. I 
will read this on page 18648: 

"This matter has been discussed with the government 
trustees, referring to the Deputy Minister of Justice, 
the Deputy Minister of Finonce and the Deputy Minister 
of Transport. While they do not consider that they 
should express their vicws as to whet government © 
policy should be, they ore satisfied tht thet the 
roilway gshell include the subject in its submission to 
the Royel. Commission requesting the Commission's 
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Well, I thank you very much, my lord and 
members of the Commission, for a very petient and 
attentive hearing which you heave given me end my friend 
Mr, Fricl will proceed with certain other aspects of 
our case, 

COMMISSIONER INNIS: One point which I would 
like to raise, Mr. O'Donnell. It is a little unfeir es 
you ere no doubt exheusted after this effort. 

Mr, O'DONNELL: Well, I am still standing. 

COMMISSINNER INNIS: I om wondering es to the 
effect on public opinion, Will not this mean that 
the Canadian N-tional R-ilways will be looked upon by the 
public ee a yerdstick? That is, people will say: “Well, 
etter oll, 1 is.breaking even. Therefore, it must 
be reasonably prosperous?" 

Mr, O'DONNELL: Well, I do not think, Dr. Innis, 
that that is likely and, further, in so far as the fixing 
of ratesis concerned, as I said at the outset that is 
understood by everybody in Canada now to be the business of 
the Board of Transport Commissioners. They heve been 
given considerable publicity over the last three or four 
years as being the rote-fixing body and 3s and when the 
railways get before thet body, that body understands the 
situatinn and is in ce position to act. It was set up 
for the purpose of being o buffer, os I see it, between 
public opinion and the railways. 

COMMISSIONER INNIS: I om thinking of the man 
on the street who does not know about the Board of Trensport 
Commissioners. All he sees is thet the Conadian Nationol 
has broken even or has made a profit and he therefore 
thinks that things ere in a reasonably satisfactory 
position end he doesnot understend why 311 this rumpus is 


being reised about rates and so on. 
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Mr. O'DONNELL: If we broke even, we would only 
be permitted to do so on the basis as it stands at the 
present time that the Canedisn Pacific Railway would likc- 
wise have what it required because to dete (and we heve not 
asked for any change in thet) - to date the requirements 
of the Canadian Pacific sre met and it is our vicw that the 
Bocrd of Transport Commissioners, so long es it is essential 
that the C-nadian Pacific should be kept es a reilway 
transportation agency in Canada, will set see to it that it 
gets what it needs and we certainly do not think that there 
is anything like the disadvantage that there would be with 
the situtation being in the reverse where we have these 
tremendous deficits reported which the mon in the street 
also does not understand. 

COMMISSIONER INNIS: But I am thinking thot 
you sre apt to have a general feeling that this is a 
situation designed to meet a series of averages over 2 
period of years, or , as you put it this morning the year 
1950 becomes a sort of sacred year in which you will breck 
even, Now, that presumably will change if the emphesis on 
morale is correct. The morele will be so improved that 
the earnings will very greatly increase? 

Mr. O'DONNELL: A cert.ain amount will be reflected, 
I imagine. 

COMMISSIONER INNIS: And your position will con- 
sequently be rather better then what is indicated in the 
reliances on the avereges that you put forward and does not 
that mean that you ore going to be very much more ro) aes) 
yerdstick in public opinion than would otherwise be the 
case? 

Mr, O'DONNELL: Well, thet I think - 

COMMISSIONER INNIS: You cennot discount, of 


course, this effect on morale? 
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Mr. O'DONNELL: No, ond you connot discount 
the motterof the difference in traffic density and 311 
those other problems either. We heve 3lweys go t thot 
difference on the evidence of about $20,000,000 in between 
us end the other railroad, and, in the final analysis 
the Boord of Trensport Commissioners, in my view, hoving 
been set up to weigh those things, the public - such pert 
as is interested, in any event - would have to inquire as 
to the reasons, The Boerd itself, of course, would under- 
stand the reasons and I do not envisage any denger to the 
Cenadian Pecific in so fer es giving us on our own merits 
what we say we 3re entitled to by way of on cdjustment. 

Now, if es a result of that adjustment, as I said 
earlier, somebody thinks thatit is affected or can 
establish that it is affected, then other remedies sare open 
there but all we ore asking for is an edjudication on our 
case on its merits fairly and not with the thought that 
someone in the remote future possibly (we do not think there 
is eny possibility of any adverse offect on the other 
compeny) but even if there is, I soy then with respect, 
that when they are arise they will be dealt with es fairly, 
I hope, os we expect to be dealt with here by way of 
recommendetions,. 

COMMISSIONER INNIS: I want to push e little 
further your reference to the Board of Transport Commissi- 
ioners. This revision will presumably mean greeter indep- 
endence of power. It mcons you become much more malleable 
from the standpoint of mensgement itself. Presumably you 
will have surpluses to play with or deficits or whotever 
it is thot are involved end consequently whet might be 
described as "netionel policy", thet is to soy, a very 
brood oiring outside the Board of Transport Commissioners 
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deficits ofthe C nadian N-tionel or through special 
legislation and so on - but that object is appreciably 
nerrowed snd I om wondering whether the whole suggestion 
does not mean thet parliament will have to be much more 
slert to the sort of problems in that field once you heve 
narrowed your position and once you have indicated that 
you ere not so dependent on the views of parliament es 
you heve been? 

Mr. O'DONNELL: Well, Dr. Innis, 211 I would say 
there is that the Commission, in making its recommendation 
end report, could admonish parliament or try to remind the 
people if it be a deficit but I would point this out: We 
have not asked for removal of the fetters which parliament 
has imposed upon us as to the manner in which we expend 
moneys. Now, I think that is the thing thet is pointing 
up this whole problem unless I misunderstood you. 

COMMISSIONER INNIS: I understood you. My 
concern is with this broad airing which is outside the 
Boerd of Transport Commissioners! jurisdiction and which 
will be, I think much more outside it once you have come 
rather more under the jurisdiction of the Board of 
Trensport Commissioners sand rather waa tee the juris- 
diction of parliament. 

Mr. O'DONNELL: Well, I don't know, Dr. Innis, 
whether I understand. 

COMMISSIONER INNIS: It really concerns this 
definition which you term "national policy" which is 
something vague but which is important, 

Mr, O'DONNELL: But the position, Dr. Innis, 
is that parliament has placed the netional railways as 
fully under the control of the Board as the private railways 
and in so fer es the matter of what we can or cannot do is 


concerned, we sre treated identically the same as the 
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Conedian Pacific Railway before the Boerd. 

COMMISSIONER INNIS: But now perliement could 
come along snd put additionel rosds on you? 

Mr. O'DONNELL: They could still. If they built 
the rood and entrusted it to us, we would bargain with 
them or try to just 2s we will be on the submission here. 
We would try to get 2 feir deal if they were going to ask 
us to bear a burden and we sre not esking that that be 
chenged, 

COMMISSIONER INNIS: Just one other minor point. 
I am a little bit confused as to these various figures, 

One figure - $804,000,000 for example; what would be the 
position, for example, of the excess expenditures of 

$173 ,000,000 on the National Transcontinental? Is that 
registered in that $804,000,000? One could think of 
various - call them extravogances or due to corruption or 
whatever you like - which are registered in some way and 

I wonder if you have ever mede an attempt to isolate those. 
They are such peok expenditures that one might have thought 
that they would be worthy of some special attention. 

Mr. O'DONNELL: I think, so far os we approached 
the problem, Dr. Innis, we took the situation es it was at 
the time we got the roads, 

COMMISSIONER INNIS: You have never looked 
into thot? 

Mr. O'DONNELL: No, whet had happaned before that 
we could not help and were not eccountable for or responsible 
for. We said set the time our company wes formed had we been 
dealing at arm's length with the liquidator or receiver, 
we certainly would never have psid the smounts thet were 
carriedinto the account for these roads. We would have 
looked into all these things. We had no option; they were 


put on us and even the Intercolonial. 
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COMMISSIONER INNIS: Toke the Transcontinentel 
itself there, en excess of $173,000,000 which is the item 
at the original estimate? 

Mr. O'DONNELL: Well, the Netionel Transcontin- 
ental ond the Intercolonial Railwey were taken in 
without eny charge because they were without any. 

COMMISSIONER INNIS: That is whet I wes wondering 
about. 

Mr, O'DONNELL: I think thet is the situation but 
the $804,000,000 - we are talking of the Grand RTrunk, 
the Grend Trunk Pacific and the Canedian Northern, Thetis 
what the $804,009,000 relates to. 

COMMISSIONER INNIS: Only those? 

Mr. O'DONNELL: Yes. 

COMMISSIONER INNIS: That is the point I was 
confused sbout. I thought you said the National Transcontin- 
entel was linked up? 

Mr. O'DONNELL: They were entrusted afterwards. 
By P. C. 115 they were entrusted for management purposes 
ai ter, 

COMMISSIONER INNIS: But the $804,000,000 
relates only to the Grand Trunk, Grand Trunk Pacific and 
Conadien Northern? 

Mr. O'DONNELL: Yes. 

COMMISSIONER INNIS: Not including the Netional 

Transcontinental? 

Mr. O'DONNELL: Thet is my understanding and 
that the Netionel Transcontinental end the Intercolonial 
Railway were entrusted by virtue of P, C. 115 after the 
claim wos set up and there wos no claim advanced for those. 

Thenk you very much. 


~--- At 1.05 p.m, the commission edjourned until 2.45 p.m. 
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Ottawa, Ontario, 
Friday, May 26, 1950 


AFTERNOON SESSION 


ARGUMENT BY MR. FRIEL 

MR FRIEL: May it please the Commission: 

I propose to deal with the balance of the topics 
of the Canadian National. They 2re not many in number, 
and I do not expect to be long. 

THE CHAIRMAN: You have not a written outline? 

MR FRIEL: No, my lord. I can give you the topics. 

THE CHAIRMAN: That is all right. 

MR FRIEL: I am starting off with Agreed Charges. 

Your lordship will recall that we proposed an 
amendment to the Transport Act, section 35, which perhaps 
I might read into the record. We take the present section 
35 right out of the Transport Act and substitute 2 new 
section 35 reading 2s follows: 

ils Lea Notwithstanding anything in the Railway Act, 
or in this act, 

(1) A carrier may make such charge or charges 
for the transport of goods of any shipper or for the 
transport of any part of his goods as may be agreed 
upon between the carrier and that shipper. Provided 
that when the transport is by rail from or to 2 com- 
petitive point, or between competitive points on the 
lines of two or more carriers by rail, such competing 
carriers by rail shall be permitted to enter into the 
negotiations and shall have the right to join in 
making the agreed charge.” 

THE CHAIRMAN: What meaning is there to the 
word "carriers" there? 

MR FRIEL: That woud. be carriers to whom the 


Act is applicable, which would be rail carriers and water 
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carriers. Air carriers were taken out of the Act, my lord. 

"(2) A duplicate original of the agreement 
Setting out the particulars of the agreed charge shall 
be filed with the Board within seven (7) days after the 
date of the agreement, and the agreed charge shall 
become effective thirty (30) days after the date of 
such filing. 

(3) Any shipper who considers that his business 
will be unjustly discriminated against if an agreed 
charge is made by the carrier, or that his business has 
been unjustly discriminated against as a result of the 
making of an agreed charge, may at any time apply to 
the Board for 2 charge to be fixed for the transport 
of his goods (being the same goods as or similar goods 
to and being offered for carriage under substantially 
Similar circumstcnces and conditions as the goods to 
which the agreed charge relates) by the same carrier 
with which the agreed charge is proposed to be made, 
or is being made, and, if the Board is satisfied that 
the business of the shipper will be or has been so 
unjustly discriminated against, it may fix a charge 
(including the conditions to be attached thereto) to be 
made by such carrier for the transport of such goods. 

(4) The Board, in fixing 2 charge, may fix it 
either for such period as it thinks fit or without 
restriction of time, and may appoint the date on which 
it is to come into operation, but no such charge shall 
be fixed for a period beyond that for which the agreed 
charge ert ct eee of by the shipper has been published. 

(5) All agreed charges shall contain 2 cancella- 
tion clause giving either party the right to cancel the 
agreement upon specified notice." 


THE CHAIRMAN: You will point out now the changes? 
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MR FRIEL: Yes, my lord, as I go on. 

The matter of agreed charges is dealtwith in our 
main submission (Exhibit 214) at pages 171-181. 

THE CHAIRMAN: Pardon me. Are you leaving 
anything of the original section 35? 

MR FRIEL: Well, parts of it are the same, my 

lord. The wording of the first section, for instance--- 

THE CHAIRMAN: You see, the original section 35 

is much longer than this draft of yours. 

MR FRIEL: Yes, my lord. We are deleting several 

‘Subsections in section 35. 
THE CHAIRMAN: You are adding? 
MR FRIEI : No, deleting. 
THE CHAIRMAN: You are leaving what is there now? 
MR FRIEL: We are deleting, taking them out, my 
Lond, 

Agreed Charges were first authorized in Canada 
in 1938 by the provisions of the Transport Act, 2 Geo. VI, 
chapter 53, Part 5, sections 35 to 39 inclusive. These 
charges were designed to meet truck and water competition, 
the former in a larger degree of course than the latter, 
inasmuch as truck competition was the more serious of the 
two and presented greater hazards to the railways for the 
future. Mr. Fairweather in Vol. 109, p. 20118 stated: 

"T would not say that the erosion of railw?y net 
by water competition is a serious thing at all; I do 
not think it is because actually water competition is 
mostly limited to those commodities that move in bulk 
and the water shipper, broadly speaking, is sharing 
with the railways the job of moving the basic com- 
modities of the country at extremely low prices. 

There is some competition that, in my opinion, is 


uneconomic but I do not think it is serious. The 


. 


’ bea , ° ny : : - ters 
10 On r en 4) ¥ ¢ . ot a tat _ st 
quo xi WdiWadood et semrads” y beways Yo - ° 


if L8L-9% “Segnq ap, (Es perce 70 x 
gniveel soy otk =. om nob ed pi \ 7 
12 sotyoos Liontgtro ods Yo ant ues 9 


ym Smee odd ove tl Yo agasa .Ifsw wisiRg 54. 


’ ae Ve 
ra ---consdent tot .wolgose tert? edd to aalbiow ed? .hxot. 


c& nekjoss Laatgito off .888 voY 3MAMATA HO HT, 


' aiuoy IO. Ftowh aldy m5 md teano of doum. at 


£ ¥SVOG orl we [ ed =e: a | * broi a eo aay i IITA F 9 


® > s id 


-C& moigoea al enoivosadua: 


' facibie svc wo¥ :HWAMHIAHD HT : 
a gatvelsh .of 2 IsinG FM 
- , 
Twom oredt af tedw. goivesl sre vuoY =:WAMATA AO auT . 


vm ,de#o0 aot gatdet .patseieb ose oW +1GTHRa AM 


rehome af hestiodsue, teafki stow soyuadd boseTRA 
IV .008 & .toA troqenenT sod to anotatvetg edd yd SECT nt ~~ 
-| geedt .syteulont SF oF GF anottooa cd duet ,£e tagqnna 7 


: Moist qwoo rotcw fas xowaide Foum oF HoenyiesdD etow asgr ads 


7 é f 3 ci ¢ $ —. f " sa 
a eTattel soci "yoo to sexgeb tegiel o at. tomxot SAF = 
of? 20, euols rom ons sew noteizeqmos Howmy es fovmecat |.” 
“« : ¥ ' 


ott tot syawlfer edt od 2byexed sstnetg Besnsesrg Gao ons ~ 
ts ‘betsda SLf0S .q ,@OL .fov af apie swrict .aM 1 omddut |) 
cs ten yowitsr Jo solsore sit Fody yea Jon bfsow 1" 
2 | ob fT wie $6 satdy esotise © et noititeames TSsaw vd A: 
: et voldidsqmic rstew ¥lisidon ssvcoad, et $i Agi ds gon . ; 
f. sfiud nt ovom Ford aetstibommeo seornts ot pe sats yLiteom : 
a guitode at .uattseqe yvibsord. vreqatnia odor ord pag, aif 

ui : df ’ , 


i ~9oo oigad an gnivem to dot sdg ayowList add a a 
-asoiag wot ylemordxs 26 yx LF TwG9, oat Thee tom 
et aren yn of .Fadd wold tteqmoo, ed pret 

eiT .aesviase st 32 rests toa ob ; ay : 


ae a et on , 
[ « Se--= 


-24166- Mr. Friel 


really serious nub of the thing is the uneconomical 
highway competition." 

Mr. Fairweather when asked for the solution 
stated that while restrictive legislation was not the 
answer, making the agreed charge more effective and flex- 
ible was one practical suggestion. (Vol. 109, p. 20121). 

Mr. Fairweather developed his ideas in this 
regard (Vol. 109, p. 20139). He explained that every 
railway rate in Canada is inter-related and that shippers 
and the public, generally, do not realize that a rate, 
for instance, on pulpwood moving from a forest area to 2 
pulp mill is actually related to the movement of an auto- 
mobile. The low rate cannot exist without the higher. 

The railway rate structure is of necessity founded on such 
relationships. Anything which weakens the rates on the 
higher valued traffic tends to destroy the railways' 
ability to function and to carry the low valued and low 
rated traffic. Shippers are free to pick and choose. 

They can use the railways for their low valued traffic and 
the truck for their high valued traffic. In doing so, 
however, they are hacking at the rail rate structure and 
practising discrimination against the rates for low valued 
traffic which must be kept available for the primary 
producers. One cannot blame the shipper for picking and 
choosing, for this works to his immediate advantage. The 
railways, however, must counteract this. by all possible 
methods if the present rate structure is to be sustained 
and if they are to preserve themselves in an economy in 
which they are vital. 

Much consideration has been given to this problem. 
Verious methods have been suggested for meeting it -- some 
more drastic than others. One suggestion has been the 


penalizing of pickers and choosers by denying to them the 
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advantages of the lower rate unless they also use the 
higher. A more flexible agreed charge, such as is proposed 
by the Canadian National, is a compromise solution. It 
must be remembered that the truck competitive situation 
in 1938 while serious for the railways has become much 
more serious since. Restrictions which may have been 
justified then are not, it is submitted, justified now. 
It was never expected that the railways would encounter 
such protracted delays in making their agreed charges 
effective. Such delays have seriously hampered the 
effectiveness of the agreed charges and discouraged 

the railways in the use of them. As it is stated on 

page 171 of our main Submission, the shortest time 

in which an agreed charge has been put into effect after 
submission to the Board has been 34 days, and the longest 
time one year and 10 months. 

On pages 177 to 179 of our main Submission we 
have explained the stultifying effect of the decision of 
the Privy Council in Canadian National Railways vs. Canada 
Steamship Lines, 58 C.R.& T.C. 113, where it was held that 
the Board was not precluded from regarding as a relevant 
consideration the probable effects of an agreed charge on 
the business and revenues of other carriers. If such con- 
Sideration were to govern in competitive rates generally, 
there would be no such rates. 

The most intense highway competition occurs in 
the general area between Quebec City and Sudbury. There 
is also effective water competition in respect to package 
goods. Reilways in meeting truck competition may affect 
the revenues of the water carriers -- not, we would submit, 
in any substantial degree. Why should an adverse effect on 
the revenues of water carriers be a consideration in 


approving an agreed charge? The railways must submit when 
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their revenues are affected adversely by reason of the 
same water carriers' competition. Any possible damage 
done to water carriers is insignificant in comparison to 
the damage done to the revenues of the railways by the 
unregulated and uneconomical competition of highway 
transportation. 

Our proposed amendment, as redrafted and filed 
with this Commission, is designed to eliminate delay and 
free the railways from unnecessary and hampering restric- 
tions. It is designed to give them free and unfettered 
use of a practical and admitted weapon to meet such 
unregulated and uneconomic competition with a view to 
assisting the revenue position of the railways and preserv- 
ing the present rate structure under which they function. 

THE CHAIRMAN: Does your amendment intend to 
strike out the whole of the present subsection 1 of 35? 
You see, I am a bit astray, because you head this 
"Amended sbustitution for section 35 of the Transport 
Act", but you do not tell us what parts of the present 
35 you are striking out, amending or--- 

MR FRIEL: Well, I develop that, perhaps some- 
what sketchily, as I go along, my lord. We could pick 
it out section by section if you wish. For instance, 
we have eliminated an important clause there: 

"The Board shall not approve such a charge if 
in its opinion the object to be secured by the 
making of the agreement can, having regard to all 
the circumstances, adequately be secured by means 
of a special or competitive tariff of tolls under 
the Railway Act or this Act." 

THE CHAIRMAN: You are striking that out? 

MR FRIEL: We strike that out, my lord, and we 


also qualify the last part of the first section, which 
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provides further that when the transport is by rail from 
or to a competitive point or between competitive points on 
the lines of two or more carriers by rail, the Board shall 
not approve an ogreed charge unless the competing 

carriers by rail join in making the agreed charge. 

THE CHAIRMAN: I take it, then, that your pro- 
posed subsection 1 would repeal the present subsection? 

MR FRIEL: Yes, my lord. 

THE CHAIRMAN: And be 2 substitution for it? 

MR FRIEL: Yes, my lord. Instead of making it 
necessary for both carriers or two or more carriers to 
join in the making of an agreed charge, we now provide that 
such competing carriers by rail shall be permitted to enter 
into the negotiations and shall have the right to join in 
making the agreed charge; that is, they have the right to 
negotiate and the right to enter into the agreed charge, 
but en agreed charge cannot be held up by the reluctance 
of one railway to go along with the other. 

THE CHAIRMAN: I notice that the present Act says 
"Notwithstanding anything in the Railway Act ". You do not 
put those words in; you think you can do without them? 

MR FRIEL: No, my lord, we have that. 

THE CHAIRMAN: Oh, pardon me, you have it at the 
beginning. 

MR FRIEL: Yes, we have it at the beginning. 

THE CHAIRMAN: Yes, the whole thing, not only 
that subsection 1. All right. 

MR FRIEL: The proposed amendment eliminates Board 
epproval and with this elimination also goes any question as 
to whether special or competitive tariffs would accomplish 
the purpose sought. Filing is preserved. Why should Board 


approval be required in what, 2fter all, is merely another 


form of competitive rate? If a competitive or special rate 
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would secure the objective (to hold or get back the 
traffic), why should the railways concern themselves with 
an agreed charge? Such considerations, it is submitted, 
can safely be left to managerial judgment. 

Our proposed amendment would also eliminate 
the present subsection 3 of Section 35, which requires 
that an agreed charge shall be made on the established 
basis of rate making. It is our submission that the 
carricrs should be free to make such charges as may be 
agreed upon with the Shipper, without being restricted to 
the established basis in which there is no magic. The 
main consideration is the improvement in the net revenue 


position. 


(Page 24172 follows) 
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The railways should be free to carry all of the shippemé 
traffic for an agreed sum, the same as truckers are free 
to do now, in the more intensive competitive years and 
in the same manner as the water carriers can do now in 
respect of bulk goods and could do with packaged goods 
in the proposed amendment which applies equally to water 
carriers. There is no such restriction in the British 
Act. 

THE CHAIRMAN: Then, you would strike out Section 2 
altogether, would you? 

MR. FRIEL :Yes, my lord, 

THi CHAIRMAN: I notice Section 36 at present says: 

"The agreed charge shall be expressed in 
cents per hundred pounds," 

and so on. Is there any virtue in that? Of course, you 
are throwing it overboard? 

MR. FRIEL: I say, my lord, that there is no magic 
in the established base of rate-making. There is no reason 
why we should not go to the shipper and figure out what his 
traffic costs are and undertake to carry a similar amount 
of traffic at a lump sum cost after analyzing it and seeing 
what the cost is to us and how we can improve our revenue 
position, 

THE CHAIRMAN: What was the idea of the present statute? 
For instanee, it says: 

"The carload rate for one car shall not exceed the 

carload rate for any greater number of cars", 
Was there any reason for that? 

MR. FRIEL: Well, it just perpetuates the provisions 
of the Railway Act, as I understand them, my lord, that 
they shall pay the same rate for all and why that should 
be - 

COMMISSIONER ANGUS: Is that meant to protect the 
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Small shipper? 

MR. FRIEL: Well, it may protect the #®mall shipper in 
a sense but the small shipper is not protected on his 1l.o.l. 
Shipments. He pays more for those than his rivals who can 
Ship by carload. 

THE CHAIRMAN: Anyhow, you would cut all that away? 

luR. FRIEL: That is right, my lord. The right of a 
shipper who considers his business will be unjustly discrin- 
inated against is preserved insofar as he may apply to the 
Board to have a charge fixed for the transportation of his 
goods subject to the conditions set by the Board. There is 
removed the right of such shipper or the right of any fre- 
presentative body of shippers or the right of any carrier 
to oppose the coming into effect of an agreed charge. 

There is preserved under Section 36 the right of complaint 
to the Minister of Transport by any representative body of 
carriers which considers that its business is placed at an 
undue or an unfair disadvantage. The Minister may, if 
satisfied that in the national interest the complaint 
should be investigated, refer such complaint to the Board 
for investigation. It is submitted that the shipper is 
adequately protected by the proposed subsection 3 and that 
the other carriers are adequately protected by the present 
Section 36, 

THE CHAIRVAN: I see this that the complainant instead 
of going directly to the Board must first go to the Minister 
and the matter gets to the Board only if the Minister 
thinks it is worth-while? 

WR. FRIEL: That is right, my lord. 

THE CHAIRLAN: And you leave that as it is? 

MR. FRIEL: We leave that as it is. 

COMMISSIONER ANGUS: My recollection is that a good 
many people speaking on behalf of small shippers in the 
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course of these he°rings have been told that no one was ever 
excluded from the fixed charge agreement because of the small 
scale of the shipments. I do not think that meant that 

he got carload rates if shipping in smaller than carload 
loasye 

MR. FRIEL: No, the small Shipper could have a charge 
fixed for himself or the small Shipper could have an agreed 
charge for himself. All he has to do is apply for it. 

The railways are just as much interested in his $300 or 
400 @ year as they are in the bigger shipper who has #3 
million a year - There are a lot more small shippers. 

COMMISSIONSR aNGUS: This amendment, in appearance at 
least, leaves out that it assured the small shipper that 
he would get the same effective rate for his shipments if 
he was shipping one carload as a bigger shipper who was 
Shipping five or six. Is he not protected in that way? 

MR. FRIEL: I would say he is protected in this way. 

The small shipper can apply to have a rate fixed for him 
and, while the Board, in the past, has imposed the same 
terms on a shipper of small quantities as a shipper who 
enjoyed the agreed charge, there is no obligation on the 
Board to do that, The Board can fix a smaller rate for 
him if they see fit and if they think that would meet the 
justice of the situation. 

COMMISSIONER aNGUS: He gets his protection from the 
Board - not from the statute? 

MR. FRIEL: That is right. Objections are raised to 
agreed charges generslly by the Provinces of hanitoba and 
Alberta, and, it is submitted, without a proper apprecistion 
of either the issues involved or the nature of the statutory 
provisions. These Provinces have mademuch of the contention 
that general increases are borne by the non-competitive 


and long haul traffic in contrast to the competitive traf- 
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fic and the dangerous tendency in this regard for the future. 
While the railways admit the danger, it is strongly 
denied that that is the situation today. Competitive rates 
have been greatly increased, in many instances in excess of 
the general increases and many competitive rates no longer 
exist as such, for instance the grain rates in the east. 
AS traffic is lost to highway competition, the burden must be 
carried by all rates including competitive rates. Where 
the inconsistency of the Provinces comes in is in opposing 
a practical method of holding traffic to the rails and of 
regaining lost traffic. They would have their cake and eat 
it too. They complain’of the burden of high rates but 
refuse to regulate the transportation agency which they 
control, not appreciating that low u.economic truck rates 
erode the high value railway traffic and make impossible 
the continusnee of the low rates on low valued traffic. 
Manitoba in its argument (Vol. 119, p. 21553) finally 
went so far as to ask that agreed charges be abolished en- 
tirely. In this it departed from the posit_on it had taken 
in its printed Brief at page 122 Vol 45 p. &751. There it 
was stated that the system of agreed charges has led to 
misunderstanding and ill-will between groups of shippers 
and between shippers and the railways. No evidence was 
adduced in support of this statement and none could be ad- 
duced. Actuotlly, there has been a minimum of friction. 
Another point stressed was that when an additional 15 
per cent increase was applied by the railweys to competitive 
rates, no such increase was applied to agreed charges. 
Actually the majority of agrecd charge contracts made pro- 
vision for general increases. 
It must not be forgotten that a contract is involved 


and, apart from its terms, is not Subject to unilateral action 
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on the part of the railways. In addition, some shippers 
with agreed charge contracts threatened to cancel them if 
higher increases than 21 percent were imposed. In such 
cases the railways had to weigh the pros and cons and 
either omit the increase or Submit to cancellation. Many 
contracts were increased 2] per cent and then 8 per cent. 
A few shippers cancelled their contracts and the railways 
cancelled one contract. ‘Two other were renegotiated. All 
in all the railways made the best deal possible to hold 
the traffic to the rails, 

Manitoba's recommendation in its printed Brief that 
agreed charges should be subject to the criteria suggested 
by Mr. G. A. Walker, K.C., in respect to competitive rates 
is not open to objection and is followed by the railways 
in any event. 

It is hardly conceivable that the railways would, 
against their interest, reduce rates further than is neces- 
Sary to retain traffic. The cost of service by a highway 
operator is at least four times the cost of service by 
railway for traffic involving any considerable haul. The 
railways would never have an incentive to reduce rates 
much below highway costs. There would always be a comfor- 
table margin over rail costs with any rate which might be 
put in to meet highway competition because of the 4 to 1 
cost factor. 

fhe criticism that only the larger companies can take 
advantage of agreed charges is unfair and unfounded. The 
best example to the contrary is the agreed charge in respect 
to lumber and forest products which was cancelled in May 
1950. There were fifty shippers, large and small, who 
entered into this contract. The railways, in their own 
interest, will retain as many shippers to these contracts 
aS possible, and under the proposed amendment (as under the 


exiSting Act) any shipper can apply to have a charge fixed 


ai 
a ne 


ve 7 
° 6 7 v i a7) Ve ; : 
4 ar wy 
\ eT ragga SOF yaolethbs” ht oes setts ” ‘ae _ eee on sah 
ie 8 Lee VEN Me! " ce ay rig 3 
ti asd Leonso of Benedaetiy evostIA00 Bi silo bee ae 
Tee oes PRL aS hor At a 
dave al -benoqal et ew tneoteq ts wii spaseront Sa 
, bs 5 5 aa in : ante 
bas anos bap arg edd daten ed bed avevites edd eeea 
° ‘. a J » Da. a i 
4 ’ - al 7 
vitad .. noigel 0180 ad siadue,, to essoroul =— 4kn0 reitste _ 


,jaeo Teg G aang Bi 13 +5ae feq is hoaset ont oxen ‘avosrsn00 


* 


t 7 7 


; ie * : ; 7 » 
a, pyawitet ay Dap egostsnos atedd belt 9086 azeqaide wer A 
-) {1A , Se7eidogonet stew teisto orl ,70Ss yt2n00 ano hel Leonso 
PAG . ' ‘ . : F . ao% * 9 
i. plod of sidiseoq Lesh teed sit ebam eyswitet hc [ie af 


Sa etter edd of olTie1g) og 


6 
7 . he . 
{ % » e- Ff bane ber be t am} » bas - of St 
H gadd telus betalia edt of Tolsvsonemmeoes a edos inal 
’ -8 aes a he eX a ‘ A , Le se G 2 a 
" lie’ Vici | —- . * ale te 5 a a Sie 
7” beteaaave sitedino ats of Joshdva ed Biyode Beg Tene Destas 
ee. aac ai oN . x <3 4 é Ly . 
j ; 
“5 “ ~ - ~e oa ¥ 4 “Ay al ty r . «# 
GOv h Vv Ea ¢ noo ¢ r Joe at Lf hid. - eVeb t 167 [BW A ov ot Aa] 
> be * —T 5 Py “+ 
wh ede i S55 eet | q Ps . ri . : ae ae 5 tte 
° m “~ am Fb + + A , £ 
BYE La i¢ vd. bBewolioT tr bap ooOlgoe;,,co og cra 700 Bi 
- 8 : ‘ : = 
we 7 - vy 


: sneve yaa id 


toow avewlter eft daend eldsayieoner Lbeed ae hy 


e A 1 ’ om ~ 240 + vo 
seoen 6f nadd torndiwt eedst soy bet deotedal tien 1g ‘Santage 
’ : ee ae gern is te Chae fo : ery’) Rca 
Yowiia i Yd Ivrek to faoo oAT + oii TStd aieiet oJ YIsa.. 
‘ ra « we . ‘ * en 
c a4 Be Vas sh te . an f ; ; 
“ 
a ' | i) ee { ~“ Ic 4 €or « 17 & 2 f I LW / t J68 O.. Js Bit 1o7n tego 
i a iT ay 2 wie ae | my 
) ") 7 no oF 
7 : +* r - a 
. et tyed -eidazebisnoo yas saivioval oittaxd tot yowliet 
2 Pa aes tosh A ee Je tea ge) Ue i n ‘ 
i ¢ ' e? es a ; 
C aytat sober of evidoesnt ne eval Teven bluow eyswitet - 
‘ a ie en # . , 5 anf iw S ee SS Re Seater. : a . mi 4 ; : 
i Deke wut i: : 
7 tOFMOS B 80 SYSWLS Sluow erent .&0800 ve wo Led dou - 
i ee eae : bie aes iene 7 ¢ ' | 
s . ' 
as ed disla@ dsithw eset yae adiv Bcsoo i BI to o atgtsc aldsd 
Og Bagh edt ‘ i 
& f of ) elt ‘to sausoed nossa iveqaco LP Sh doen o¢ al ug 
s- A f " 
pe stosoet da00 
a ' AD S. 
a f ah & > aed o s 
, aved aeo eotasqmoo teytsi efy Y £no gady mere nee f to ‘ont 4 
iGo ct She agin Uh © St oP eae «ee ; Fp ie eas 
oy at Be hw @¢ et e § beets 655 oa vbs ; 
at i Si .bepngso lay »oe % stay et e Bee yt aid ets a etn gs at £ 
At f ae a) 
~ nM PY fa ; Cheat 5 ey paee out ; 
‘| -goeqeet al egtaio feetgs ais et \ cetdn09- fds oo efqiant @ reed t 
a) De. ot epee Le : hie et ‘ oe Se. + rr 
; y 4 4 " phe = 
ae ya at helfsonso SEN dobsw asonhotg teerot bas nodewl aa : 
onw ,{feue bos ogtel ,8% saa! Lie wit etew erent ‘ Ree) 
. “ 7 a 
* ® rd os 


‘awo tiled? al Sine Mt a out - 2oa73A00 erdd ‘ogat bezadas. 
a ie: Oy fey bs Fuse pM / . WH, 
SsostIACe ro od exeaghte yaa “as ated or Liew | 


oie, #4 gt heathy oniiteaies ivy wares 


w en) én onda ens pane hd acl tehay Snes 


i 
Aa 


* 2acre = Mr. Friel 


for himself, In these days of shipperst organizations, 
provincial interests, trade macazines, etc., it is absurd 

to suggest that only the larger companies can keep themselves 
informed and adequately assess their position. 

Alberta has also requested that agreed charges be ab- 
olished, using the same "small Shipper" argument. It is 
Stated that discrimination is inherent in agreed charges, 
although nothing is adduced to Support this charge. actually 
there is nothing in the present Act as in the proposed amend- 
ment to prohibit the Board from fixing a lower rate fora 
Shipper than the rate agreed to by other shipper or 
Shippers, and there can be little doubt that the Board would 
do this in a proper case. One could argue a much becter 
case for the small shipper who has to pay l.c.l. rates 
because his business is small and he cannot Ship in carloads 
like his competitor the larger shipper. 

The objections of the Canadian Automotive Transportation 
&ssociation are at least understandable. They appreciate 
that an agreed charge is a weapon which might disturb their 
feast on the high valued traffic. It is referred to as a 
weapon which truly reverts to the law of the jungle in 
competitive warfare. Their terminology would be more apt 
to describe their own warfare. 

AS long as the trucks can do as they will in the matter 
of rates, it is indeed jungle warfare. Mr. F. KR. Hume, 
Counsel for the Association, in Volume 118 at page 21339, 
refers to a large number of tank truck operators who were 
thrown out of employment when agreed Charge No. 4 went 
into effect in 1939. We have found nothing in the record tc 
Substantiate this speculation. It would not be a speculetioa, 
however, to conclude that a great many Tailway emp oyees havs 
been thrown out of employment due to the loss of rail traffiz 


to the truckers. Mr. Hume finally boils his objections down 
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to one thing - the inclusion in agreed charge contracts 
of the right of the shipper to use trucks. At page 21343 
Volume 118, in reply to a question ~ut to him by your 
lordship, he said: 

"That is the only thing we are objecting to in 

the matter of agreed charges. The rest is none 

of our business," 

If he had just said that - "The rest is none of our 
business" that would have been fine - 

THE ChalRiAN: Who said that? 

MR. FRIEL: Mr. Hume, my lord, when you queried him 
about the inclusion in agreed charge contracts of the right 
of the shipper to use trucks. He said: 

"That is the only thing we are objecting to in 

the matter of agreed charges. The rest is none 

of our business." 

In other words, he is objecting to the railways 
doing what the truckers are free to do and what is only 
natural they should do in the absence of regulation. 
Whether they do it by express contract or through the 
persuasion of low enough rates, the result is the same. 

Mr. Hume, in Volume 118 at page 21339, recalled to 
this Commission that the principle of agreed charges had 
been opposed by the Winnipeg Chamber of Commerce, the 
Anglo-Canadian Oils Limited, the Canadian Manufacturers 
ASsociation and by the Canada Steamship Lines. 

The Winnipeg Chamber of Commerce, in Volume @ at 
page 133, stated: 

'Wje believe that the Commission should institute 

studies in connection with what is known as agreed 

charges in an effort to determine if these are 
considered equitable. These agreed charges are 
rates lower than normal in return for some large 


shippers guaranteeing to forward a specific percentage 
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of their tonnage by rail and on account of the 

volume offered. This may work to the disadvantage 

of smaller businesses, and hence concentrate 

control of industry in the larger centres, partic- 

ularly in the east.". . 

This could hardly be called opppsition. 

The Anglo-Canadian Oils Limited filed a Brief at the 
Commission's sittings in Winnipeg (Vol. 4 p. 485). Mr. R. 
J. Christian, General Manager, read the Brief. This 
company opposed the application for approval of an agreed 
charge between the Canadian National Railways, the Canadian 
Pacific Railway Company and the McColl-Frontenac Oil Company 
Limited; reported in 39 J.0.R. & R., the Judgment in which 
has been filed as Exhibit No. 4. Mr. Christian's criticism 
of agreed charges is based not so much on agreed charges as 
such, but on the fact that he was not successful in his 
opposition in the McColl-Frontenac Case. The Brief states 
in Volume 4, at Page 486 that: 

"....it was proved before the Board there was no 

competition whatsoever". 

This statement is contrary to the finding of the 
Board. Mr. Christian's company and other companies were 
perfectly willing to enter into an agreed contract, wut not 
on the same terms as the McColl-Frontenac Oil Company. They 
did not wish to forego the use of trucks for part of their 
deliveries in the same manner. Mr. Christian, in his cross- 
examination in Volume 4, page 531 stated: 

"T am not asking for a change in the law. I am 

saying that, when I est an agreed charges, then you, 

as my competitor, should be able to get exactly the 

same thing, provided you agree to the conditions and 

do exactly the same as I do, I have no idea about 


agreed charges or what they are for, or anything else." 
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It is because Anglo-Canadian Oils Limited would not agree 
to the Same conditions that they Opposed the application of 
the MeColl-Frontenac Oil Company. Their opposition is 
rather one of disgruntlement than Opposition to agreed 
charges as such. 

The Canadian Manufacturers Association's Brief and 
evidence appear in the record in Volume 30 at pages 5700 to 
2918. This Association also filed an additional submission 
dated March 14th, 1960. Mr, S, B. Brown, Manager of their 
Transportation Department, appeared for them. Their 
objection was that the agreed charge might result in 


discrimination (p.5782Z). 


(Page2h182 follows) 
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Mr.Brown thought that the large shipper could 
go to the railways and get an agreement but that -- 
"The smaller man may not be able to get into 
that agreement at all, because he may not be aple 
to give them the terms." (P. 5775) 
If, in practice, the agreements had worked out 
‘this way, there might be some point to the association's 
alarm. The fact remains that the small shipper, who can 
negotiate an agreement if he desires, can also apply to 
the Board to have the benefit of an agreement made by a 
large shipper. Mr. Brown admitted that there had been 
no complaints, that is, none of his members as shippers 
had complained to the association (p. 5776). Mr.Brown 
agreed that the truckers do what the railways do under 
agreed charges, without any restrictions, and that the 
regulation of trucking should include the prevention of 
such things (p.5781). Until there are such regulations, 
the association, to be consistent, should not object to 
the railways meeting the truckers! competition in the 
same manner. 
The submission of Canada Steamship Lines 
Limited was presented by Mr. Hazen Hansard, K.C. and 
together with Mr. Hansard's evidence appears in volumes 
69 and 70. Mr. Hansard did not ask that the agreed 
charge provisions be abolished. He felt that they 
were justified as long as competing transportation agencies 
remained unregulated (p. 14308 of volume 70). His object- 
ions to our proposed amendments are that regulated carriers 
could employ agreed charges indiscriminately and without 
control and completely disrupt the established rate 
structure. A rate war would probably result between the 
railways themselves and the water carriers would be 


placed in an impossible position. A carrier could quote 
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entirely unremunerative rates and the lack of the present 
safeguards would enable one unregulated carrier to take 
unfair advantage of another. 

It is obvious that Mr. Hansard is not concerned 
with unregulated carriers and his argument can give little 
comfort to Mr. Hume. Agreed charges, in so far as Canadian 
National is concerned, are designed to enable regulated 
carriers to meet the competition of unregulated carriers 
and this, in the main, means the competition of the 
truckers. Agreed charges could not provoke a rate war 
between regulated carriers any more than can competitive 
rates. Water carriers are only partially regulated. 

Their main traffic, bulk traffic, is excluded and there 

are other important exclusions. Their competition in that 
part of their traffic which is regulated is not significant. 
In respect to the unregulated portion they are free to 
make agreed charges and such an agreed charge could include 
their regulated traffic when the shipper is moving both 
kinds of traffic. In addition, as regulated water carriers, 
they are included within the scope of the proposed amend- 
ments. While they suffer some disadvantage from being 
unable to operste for four or five months, this 18 more ap- 
parent than real. Some traffic does not move during the 
closed navigation period; other traffic can be accepted 

and stored (as is done) until the season re-opens. Lb.28 
agreed that water transportation is cheaper (partly by 
reason of free waterways, navigation aids, etc.) and 

has inherent advantages which must be preserved in the 
national interest. 

It does not mean that it has any vested right 
in traffic, nor should it complain if a competing carrier 
can, on a compensatory pasis (we would not make a competitive 
rate or agreed charge on any other pasis) secure the same 


traffic. Between regulated carriers, service and cost 


st Loti 


ae 


g ‘ 
j Sim wean sca: 10, Mook. ect Bas ster ovidewtowt : 
“es 2 A . ast - 
ae sae of iulauso hedalugenm ond oldane srahtel ‘ebxaugeise 


. 19iitage 36 ogsiqavbe wtetau i. 
TSS Fi sy at as. t 2ec5t «th Saud Bugivdo ai at 


: LISELI } teo Proquats etd bye euaetaies betakeputm atiw - 


hd > ¢ a 5 : or ~~ i De ') wid ) 

iF ree 3 “* ot, J ’ ade & Ue 3 = .* Br < ~ = TR. . « aR, «3M oF v 1OTMO = 
‘a 

' eer A, oS - ‘, re 

| Ios 84:6 ¢ ECAIS J PONALEGK STS « borrse@onoo af Isnold aVi 
a ’ 

4 
1 b ogrs oc aloueeenass Yo goktidsatoo ott toom of etelined 
. & LJ / el: he i 2 i iy Pde aw Atha 78 TN w weet * a - 

a 
a . . 


; 4, - ~ « af t+ eee 
“> k ' ¥ : J Peet . 4 } v i. het . 2 } Ke MM ae 
Ss 
7 p : 

~ . r rer is: cre ¢ ‘ : 
‘ BaD Br TE ' Wk FLURSOS Nlows Sod 

] 

' 
r : . » wnerte e - 5 oO. ofr 
0 eas Jas yds : Lee , sofyres § Vv. so37 53 
A . 
| be 
“"; 4 af 
ried wit, DS 5 ody 7 ‘ a ” ‘ 3 4 = tua % - 4 be Fae 
: + 
y wo wher wo 8 ih ui sogdo Sue 
mt iy fy * \ a Beaks eh i r * v 
* » & } + 
. ans ‘ 1 ‘ by - ‘ ° , ry , ee 
* eet set RL k es a a Y ee | ) - : > J + 
‘ 
. » aed eer, 
ff 4 \ i 5A : i J Lot 
r 
r . —< + . ifs 
Epi oT ge 2 sisal ot ls 
. ? os 
> 4 + 
‘ i at = wa ~~ “ 
4 4 Pam) , 4 he LE - ; ake a a S A > * ial 
’ 
7 , 
; , ee ons “ P o> - B®, =~ 
et * eS, peat ee Oe: Pen rh ° — & Lyi? & whe |i K+ . ST. Li ibd. A 
2 7) 8 Ee Oe 4 Sed ‘eg! : - 5 ? 


Le P ie op 
e wD My WEARS ie FS LO Q bebuLori e Yor 
> 
dl 
: % rere : aie q | yi s ire 
7 * ahs "ME. © Ree he ee ‘a , Oa RA’ 4 vik 
o ” - 
, ot be tadel Sldhe - a en ae ee ee ea 
: © 4735 a Ee, Ay Ok ert ‘ sade 7 PERO ce . YY a . BAI FS, tO A ae cht io Ud A ii 
oe 
; " fa + + 
) Pek ha) f TOL ya mgG a ' ig { Tet 
¢ > 
iA - ; ~ + ) ‘e. : fm S pat +e GoWVaAS 
h 
at: . ; : f i ge) Pyeeepdsd & bre 
te L - wi L * i ee) | LL 85) PO",vee 436 
me 
ae Fd ; " pT ae - iii , , : baw , oe ee 
Lu kav Teo, Teqact a3 OLS EOYSaMmsiy TWeeraw ¢ ent & ~Oles ” 
’ ’ 


i) 


ee ’ a oe f . oa see dd = im ~_ ee ~ 
mean As 2 ae oy we oe +8 +f Ok ay we TSW es a to CoOasat 


ants. gh: Dav SISOS ad Reins Hokeiv «3 egstmavbs vis pennt ong 


etdeastoetzal Lupoiga 
Hast Denaer KNB GSG Ts dads fieem 2or avo $1 
repo petgeqmes & Ff gielqsive ti -blwode 408 .ae¥tere nt 
aqmoo 9 satpa toa blvow om} ehegd vrodaensqmos 6 no \fipo 


stuess (etesd- tads6 yas AO Neste 40. o9aT 7 
nd 


#200 Ont solvase ,asehagen bodaleuot aes 
ak yo i Ue ot, Sanh ae ee 


- 24182 - Mr. Friel 


will be the determining factor in the shipper's selection 
of his mode of transportation. Surely it 1s only on 

the erroneous assumption that the railways will charge 
unremunerative rates that Canada Steamship Lines opposes 
the proposed amendment, 

There has been but the one Shipper, Anglo- 
Canadian Oils Limited, -- that was our friend Mr. 
Christian -- to register opposition before this Commission 
to our proposed amendment, and it is submitted, this 
opposition was based largely on disgruntlement. The 
Canadian Manufacturers Association, while representing 
Shippers, has had no complaints from the shippers them- 
selves. Does this not indicate that fears such 
as of unjust discrimination are unfounded? 

THE CHAIRMAN: Did you a moment ago mention an 
amendment suggested by some association, just before 
that? 

MR. FRIEL: No, well, Mr. Hansard, he did not 
Object to the agreed charges as they are now. He ob- 
jected to any unfettering ofthe pvogulations whereby the 
railways would have more freedom. 

THE CHAIRMAN: I thought later on you said so, 

MR, FRIEL: Manitoba finally came around to 
asking to have them abolished altogether. 

THE CHAIRMAN: You just mentioned some associa- 
tion. It may been the Canadian Manufacturers As- 
sociation. 

MR. FRIEL: I didn't mention that they had asked 
for any amendment, my lord. They objected, as I said, 

COMMISSIONER INNIS: Has Parliament ever made 
any statement about its views towards water transportation? 

MR. FRIEL: Wwll, I understand when the proposed 
bill was debated that at one of the sessions that point 


of water carriers was raised, that it was objected to 
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by water carriers, and that the records of that particular 
instance, there just aren't any. Anyway, they over-rode 

the objections of the water carriers. It was never intended 
thotthe act would be interpreted in the way it was done by 
the Privy Council, I mean, that was not the intention of 
Parliament when it passed the bill, although you have got 

to go by what the act said. 

COMMISSIONER INNIS: But you said something about 
"inherent" in the last paragraph, I think, or perhaps the 
second one, 

MR. FRIEL: You mean, where they claimed that the 
unjust discrimination was inherent in the agreed charges? 

COMMISSIONER INNIS: No, it was something about 
there being certain rights in water transportation. 

MR. FRIEL: There I say that it is agreed that 
water transportation is cheaper and that is by reason of 
free waterways, navigation aids, etc., and has inherent 
advantages which must be preserved in the national interest, 

COMMISSIONER INNIS: Now, has Parliament ever 
Said anything about preserving in the national interest? 

MR. FRIEL: They did in the Transport Act itself 
go this far. They said: 

"' te shall be the duty of the Board...." 

THE CHAIRMAN: Where is that? 

MR. FRIEL: Subsection 2 of section 3 of the main 
act, my lord, the Transport Act: 

""Tt shall be the duty of the Board to perform the 
functions vested in the Board by this act and by the 
Railway Act with the objest of coordinating and 
harmonizing the operations of all carriers engaged in 
transport by railways and ships, and the Board shall 
give to this act and to the Railway Act such fair 


interpretation as will best attaint4¢ object afore- 


said." 
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COMMISSIONER INNIS: Is that not after the 


American statement of policy? 


MR. FRIEL: No, it does not go as far as the American 
statement of policy. 


| COMMISSIONER INNIS: What date is that amendment, 

fo) sda 9: iw GR 

MR. FRIEL: It is not an amendment. It was passed 
with the act in 1938. It was amended because they had 
included aircraft before, but that: was taken out in ‘a 
1944, 

COMMISSIONER INNIS: It does not go as far, you 
Say, as in the United States, protecting water? 

MR. FRIEL: No. 

THE CHAIRMAN: Well, it says there: 

",.to coordinate and harmonize the operations." 

That may not be the same thing. 

MR. FRIEL: In our submission --- 

THE CHAIRMAN: Has that subsection 2 of section 3 
ever been put to work, ever been interpreted? 

MR, FRIEL: It was, yes, by the Privy Council, 
in the Canadion Steamships case, my lord. That was one 
of the --- 

THE CHAIRMAN: The case you gave us a while ago? 

MR. FRIEL: Yes, my lord. It was one of the reasons 
for the decision which we say is contrary to the intent --- 

COMMISSIONER INNIS: They make no reference to 
trucks? 

MR. FRIEL: No, trucks do not come under the act. 

COMMISSIONER INNIS: I am wondering whether that 
might mean you would be exposed to retaliation from the 
truckers if you were to carry this too far, from the pro- 
vinces representing the position of the trucks. 


MR. FRIEL: In what sense? 
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COMMISSIONER INNIS: Control over licenses. 
Anyhow, Alberta has ‘already refused to give any licenses to 
government railways. 

MR. FRIEL: I really don't think it makes much 
difference what the provinces do. They are not going to 
regulate, and if they do they are not going to regulate in 
an effective manner. We have no hope at all as to what 
they can do from the positive side any more than we heve 
any fear of what they will do on the negative side. We 
can beat the trucks, everything else being equal, provincial 
governments or no provincial governments. 

COMMISSIONER INNIS: You defy all comers? 

MR. FRIEL: Right. If we did not have to worry 
about our marginal producers, Dr. Innis, we could put the 
trucks out of business in a week. 

COMMISSIONER INNIS: Don't you think that is rather 
an exaggerated statement? 

MR. FRIEL: Well, you can figure it out for your 
self. Our average out-of-pocket cost is one cent per ton 
mile, and there is 3, 4, or 5, certainly no less than 3, 
If we brought our traffic down to an all-inclusive cost of 
1¢ cents -- 

COMMISSIONER INNIS: I thought it just incredible 
to say that you could do away with all trucks and invest- 
ments in roads, and so on. 

MR. FRIEL: Well, we carry some traffic at awfully 
low prices, and we pick that up on the high value traffic. 
If we brought it down to‘an average, I feel confident no 
truck company could make it. 

COMMISSIONER INNIS: You would probably be out of 
business before the trucks. 

MR. FRIEL: No, well, thatmight be. It would be 
awfully tough on a lot of marginal producers. They would 


be out of business too. 
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AS I said before, there has been but the one 
Shipper, Anglo-Canadian Oils Limited, to register op- 
position before this Commission to our proposed amendment 
and, it is submitted, this opposition was based largely 
on disgruntlement. The Canadian Manufactuers Association, 
while representing shippers, has had no complaints from 
the shippers themselves. Does not this indicate that 
fears such as of unjust discrimination are unfounded? 

I close my argument in respect of agreed charges 
by reading an excerpt from Mr.Fairweather's evidence in 
volume 109, commencing at page 20108 and continuing to 
page »20i10: 
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"I understand, Mr. Fairweather, that you 
attach some very particular imyortance to the 
matter of agreed charges and that your company's 
views are set out in the pages that I have referred 
to -- pages 171 to 181? 

A. Yes, that is correct. The agreed charge is, in 
my judgment, a most highly important aspect of the 
complex problem created by highway competition, 

and it is about the only means that the railway 
hosof effectively meeting the competition afforded 
by the motor vehicle. The justification of the 
agreed charge must necessarily be a matter of broad 
national interest, and it is not because it is of 
advantage to the railway that it is being urged -- 
it is because the agreed charge is of advantage to 
shippers generally and particularly to those 
shippers who most need railway service because 

they have not anything else available, these people 
out on development branch lines who must depend 
upon the railway for their service and who, in the 
past, have been afforded service at less than cost 
because that cost was assessed against other traf- 
fic. 

In so assesshg, a condition was produced where 
the traffic became vulnerable to highway traffic 
operators and, notwithstanding the fact that the 
railway is only about one-third as expensive a 
medium of transportation as the highway carrier --" 
Mr.Fairweather brings it down a Little .there .-- 

'__-nevertheless, the highway carrier comes in and 

erodes the traffic. Now, when that happens, it 

throws a burden upon the whole. railway transporta- 


tion of the country, and that burden tends to fall 
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"upon the chap who really needs the railway ser- 
vice, 

The Chairman: You say at page 175 your agreed 
charge is now about $5,000,000 per annum? 

The Witness: Yes. 

The Chairman: Q. Now, can you tell us what 
would have occurred if you had not had these agreed 
charges in operation? 

A. Well, the chances are we would not have had the 
traffic. 
Q. That would be $5,000,000 less? 
A, Yes, but the agreed charge principle which was 
introduced into the Canailan rate structure was 
copied from English procedure." 

That does not quite bring together. 
"Q. I noticed that. 
A. But it has been applied in Canada with more cum- 
bersome machinery and the railway finds it a very 
ineffective mediun. 
Q. You mean to say that the British system is less 
cumbersome -- they have more facilities for making 
these charges? 
A. Yes, the British system is much less cumbersome 
than the Canadian, 
Q. Pardon me, that raises a question. I do not 
know anything about it yet. In Great Britain, of 
course, they have government ownership of railways. 
Have they any Board that has to be applied to or 
that might be applied to in these questions of agreed 
charges? 
A. Oh, yes, there is a Board similar in a good many 
respects to the Board of Transport Commissioners, but, 
broadly speaking, the main distinction is this, that 


in England, if somebody thinks that he is injured by 
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"an agreed charge, he can go to the Board and if 

can make a case, he can get an agreed charge applied 
to himself, but he cannot prevent the original agreed 
charge being applied. That is a matter very similar 
to a competitive rate, 

Q@. He cannot prevent the agreed charge between the 
original parties? 

A. No. 

Q. But he can apply to come in under it himself? 

A. Yes, to get a similar one if he can show cause 
that he should.” 

THE CHAIRMAN: That is how you would have the law 
here? 

MR. FRIEL: Yes, my lord. 

THE CHAIRMAN: Have you finished with that now? 

MR. FRIEL: Yes, my lord. 

THR CHAIRMAN: Tell me, then, in this new sub- 
section 1 of yours which you would substitute for the pre- 
sent subsection 1, you make a few changes there that are 
of some importance? 

MR. FRIEL: Yes, my lord. 

THE CHAIRMAN: Have you discussed them? 

For instance, in the first place you do away with the. ne- 
cessity of the rior approval of the Board, don't you? 

MR. FRIEL: Yes, my lord, I have discussed that. 

THE CHAIRMAN: Yes, and then, secondly, the act 
now says that the Board shall not approve an agreed charge 
unless the competing carriers by rail join in making the 
agreed charge. Now , you do away with that and put in 
its place "such competing carriers by rail shall be per- 
mitted to enter into negotiations and shall have the right 
to join in making the agreed charge. '' 

MR. FRIEL: Yes, my lord, you will note that -- 

THE CHAIRMAN: This may be anticipating, but it 
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could save a great deal of discussion if you would tell 
me now whether both railways are agreed on your proposition? 

MR. FRIEL: I think that that part of it which I 
just read is aceeptable to our friends of the Canadian 
rac fic. 

THE CHAIRMAN: That is then the new Sub-section 1 
of 35, YOtlnthinice 

MR. FRIEL: Well, I would Say that they have given 
this a faint blessing. They have not shown the enthusiasm 
for it, my lord, that we have ourselves. Mr.Sinclair 
spoke to it. 

THE CHAIRMAN: Perhaps we could hear from them 
as to what they have to say. 

MR. FRIEL: He actually didn't have time to speak 
to it; he had to file it. 

MR. SINCLAIR: It is on the record. 

MR. FRIEL: It is on the record, however, 

THE CHAIRMAN: That is one thing. Then in your new 
Sub-section 2 you say that a duplicate of the agreement 
setting out the particulars of the agreed charge shall be 
filed with the Board within seven days after the date of 
the agreement, and the agreed charge shall become effective 
30 days after the date of such filing. Now, what takes 
place within that period? 

MR. FRIEL: Well, what would take place there, as 
far as other shippers are concerned, if they wanted to get 
in under the agreement quickly - - 

THE CHAIRMAN: They must come within the thirty days? 

MR. FRIEL: No, they don't have to come within the 
thirty days, but if they wanted to get in quickly -- 

THE CHAIRMAN: What is the object of the thirty 
days, then? 

MR. FRIEL: Well, to give the public that much 
notice that there is an agreed charge inthe making, and it is 
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there for them to do what they wish about it. 

THE CHAIRMAN: I see. 

MR. FRIEL: If they want to come in under it -- 

THE CHAIRMAN: So that any shipper who considers 
that his business would be unjustly discriminated against 

may come in then -- 

MR. FRIEL: Or later. 

THE CHAIRMAN: Or later, and he is not precluded 
by that thirty days' period. 

MR. FRIEL: No, my lord. 

THE CHAIRMAN: I see. Now, the present sub- 
section 6 of the Act is exactly the same in its wording as 
this new sub-section 3 of yours, isn't it? 

MR. FRIEL: I believe that is so, my lad. 

THE CHAIRMAN: That is exactly the same. And the 
present sub-section 4 -- I mean, your proposed sub-section 
Xk seems to be the same,or is it the same? No. 

MR. FRIEL: It is largely the same as the present 
sub-section 7. 

THE CHAIRMAN: Yes, but it is not exactly the 
same. 

MR. FRIEL: Just one change, my lord. 

THE CHAIRMAN: The difference is that you have 
put "publish" instead of "approve". 

MR. FRIEL: That is right, my lord. 

THE CHAIRMAN: And that is consequent upon your 
other change? 

MR, FRIEL: That is right. Everything else goes 


out except =--- 


THE CHAIRMAN: You strike out all the other sub- 


sections of 35? 


MR. FRIEL: Yes, my lord, except one provision for a 
cancellation clause, giving either party the right to cancel 


the agreement upon specified notice. 
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THE CHAIRMAN: Where is that one now? You say 
that all agreed charges shall contain such a clause. Well, 
must they contain such a clause today? 

MR. FRIEL: In practice they do. I just want to 
see that particular clause right here at the moment. 

No, it is provided now that the Board in fixing the charge -- 
no, that is in fixing the charge. Sub-section 4 of the 
present Section 35 provides that: 

"The Board may approve an agreed charge either 

for such period as it thinks fit or without res- 
triction of time, and the date on which the charge 

shall become operative, or as from which it shall be 
deemed to have become operative, shall be such date, 

not being earlier than the date on which application for 
approval was lodged, as may be fixed by the Board," 

THE CHAIRMAN: Well, that disappears, doesn't it? 

MR. FRIEL: Yes, my lord, 

THE CHAIRMAN: Well, is this last clause then of 
your amendment to sub-section 5 new? It seems to be. 

MR. FRIEL: I am sorry, my lord, for the confusion 
here. I cannot find this particular provision in the Act. 
Perhaps it is not here, but in practice it is the common 
provision in agreed charge contracts now. 

THE CHAIRMAN: I don't see what harm it can do 
whethe it is in or not. 

MR. FRIEL: But in practice there is a cancellation 
clause in all agreed charge contracts made now. 

THE CHAIRMAN: I don't know whether there are any 
other important elements of the present law that you weuld 
change. You would have to examine the present act very care- 
fully. What about all this rather elaborate provision of 
the present sub-section 9? Does that disappear? 


MR. FRIEL: Yes, my lord, that is discussed in my 


notes. 
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THE CHAIRMAN: Then you would leave it simply to 
Section 36 to operate? 

MR. FRIEL: Yes, my lord. There is provision there 
for the shipper himself to get out a fixed charge. Then 
there is provision in Section 36 which provides for com- 
plaints by a representative body of carriers. 

THE CHAIRMAN: Well all right, then. 

MR. FRIEL: My next topic is: 

UNIFORM ACCOUNTING AND RELATED PROBLEMS 

The Canadian National's submission in respect to 
paragraph 2(d) of P.C.6033 are contained in its main sub- 
mission, Exhibit 214, at pages 80 to 125. 

There is a considerable degree of unanimity in 
all the submissions dealing with paragraph 2 (d) in so far 
as general principles are concerned, and it may be that 
this Commission will confine its deliberations in this res- 
pect to general principles. The divergence is in the 
matter of detail. There is general agreement that uniform 
accounting is desirable, that it should be made compulsory 
by statute, and that the method to be adopted should be 

prescribed by the Board of Transport Commissioners. The 
Canadian National goes along with this. The Board would 
prescribe all the rules, would designate the property to 
be depreciated and would designate the methods and rates 
of depreciation. (Mr. Cooper, Vol. 100, p. 18767). 

In the event that this Commission might decide 
to go beyond general principles in its recommendation, 
Canadian National has put forward its views in detail. 

It has submitted that a uniform system should be prescribed 
in accounting classifications to be issued by the Board 
of Transport Commissioners which, it is submitted, should be 
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Interstate Commerce Commission Classification. With 

this end in view, Canadian National has prepared a classi- 
fication which has been filed in these proceedings as 
Exhibit 247. Its proposed classification contains the 
following: 


(Page 24195 follows) 
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a) Investment in road and equipment 

(b) Operating revenues and operating expenses 

(c) Income and profit and loss accounts 

(d) General balance sheet accounts 

(ce) Train miles, locomotive miles and car miles. 
It also contains a memorandum of the difference between 
the proposed classification and those of the I.C.C. 

The Canadian National considers that a classifi- 
cation modelled after that of the I.C.C. is preferable 
inasmuch as the I.C.C. Classifications have 28 their basis 
the knowledge and experience of railroad accounting gained 
Over a long period of years by railroad accounting 
officers and. by. the.1.0.0. By adopting a similar class- 
ification there would result uniformity as between the 
accounting regulations for Canadian railways and those 
for U.S.A. railways. The Canadian National System com- 
prises and operates extensive lines of railways in the 
United States (see Exhibit 214, p. 81 and 82) and several of 
the United States railways operate lines in Canada. Both 
Canadian and United States railways would experience 
difficulties if they were required to maintain accounts 
in Canada different from those maintained in the 
United States. In addition, the Accounting Division 
of the Association of American Railroads, which is comprised 
of practically all the major railroads in North America, 
has liaison with the I.C.€. in the development and revision 
of accounting rules and classifications. Railway accounting 
problems and procedures are constantly under study by 
committees, as an outcome of which a large number of 
mandatory accounting rulesand forms relating to transactions 
between railways have been adopted. Were such mandatory 
rules and forms not in effect, many complications and 


delays would arise in settlements between carriers, 
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especially in the matter of interline freight and 
passenger traffic. Inasmuch as there are forty-eight 
points at which the international traffic moves across 
the Canadian-United States border, the importance of 
such mandatory rules and forms cannot be exaggerated. 
Appeal and arbitration committees are the avenues 
through which differences of Opinion are adjusted. It 
is therefore of importance that the rules imposed by 
the Board of Transport Commissioners should be similar. 
A liaison between the A.A.R. and the Board of Transport 
Commissioners, similar to that with the 140.0., would 
logically follow and prove advantageous. 

The major objective of uniformity in accounting 
is to achieve comparability as between railways. Compar- 
isons of operating results and statistics between 
Canadian and U.S. railroads should be very useful. This 
is hardly possible without similarity of classifications. 

SYSTEM CONSOLIDATED ACCOUNTS 

The Canadian National publishes its balance 
Sheet showing its assets and liabilities, and the income 
statement showing the results of operations, on a con- 
solidated basis. It is the expressed will of Parliament 
that the railways, works and undertakings comprised in 
the System should be consolidated and operated as a 
national railway system (see preamble to Canadian National 
Railways Act, 1919, Chapter 13; The Canadian National- 
Canadian Pacific Act, 1933, Chapter 33 and amendments 
thereto--- 

COMMISSIONER INNIS: The C.P.R. are in the same 
position as the C.N.R. with regard to Americans and the 
United States, and would have the same advantages and--- 

MR FRIEL: . Yes, my lord, we would maintain that. 

THE CHAIRMAN: What is that first reference? 
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MR FRIEL: The first reference was to the 
Canadian National Railways Act, 1919, Chapter 13; the 
preamble appears there. The next reference is the C.N.- 
Os Pa Acts 1933. 

THE CHAIRMAN: There is no preamble to that, is 
there? 

MR FRIEL: The preamble was dropped in the con- 
Solidation, my lord. 

THE CHAIRMAN: What does it say? 

MR FRIEL: Well, I have not got it here with me. 
It contains a recital that the System should be operated 
On a consolidated basis; that is one oof the things in the 
preamble. 

The other reference was the annual Canadian 
National Railways Financing and Guarantee Acts, of which 
there is one each year. 

THE CHAIRMAN; What do they do? Do they carry 
preambles every year? 

MR FRIEL: No. They too carry the authority for 
consolidating it and operating it on a system basis. 
Those accounts cover our annual appropriations, and they 
are on a system basis. They recognize that and nothing 
else. 

The Consolidated Balance Sheet of the Canadian 
National Railway System shows the aggregate assets and 
liabilities under each balance sheet classification of all 
of the companies embraced within the System with all their 
inter-corporate relations eliminated in the same manner as 
if they were a single corporation (see Exhibit 214, p. 90 
to 94). 

It is impracticable for the .Canadian National to 
keep its accounts otherwise than on a system basis. The 


Canadian National is opposed to any recommendation which 
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would effect any change in this method of keeping its 
accounts. 

In connection with the question you asked me 
about the Canadian P cific, my lord, while we think our 
system might have advantages over the Canadian Pacific, 
we would not make any recommendation that they be com- 
pelled to keep their accounts on the same basis. 

THE CHAIRMAN: You are talking now of deprecia- 
tion? 

MR FRIEL: We are talking now of a consolidated 
system of accounting, of keeping system consolidated 
accounts. We keep our accounts as if we were just one 
company; theirs are separated. 

THE CHAIRMAN: I See. 

MR FRIEL: My next heading is 

DEPRECIATION ACCOUNTING 

This is dealt with in our Main Submission at 
pages 100 to 119. 

The Canadian National submits that with respect 
to rolling stock there should be depreciation accounting, 
that it should be mandatory and that it should be on the 
straight line method. 

THE CHAIRMAN: There you do depart from the 
Canadian Pacific, don't you? 

MR FRIEL: Yes, my lord, we depart from them in 
respect of the method. 

THE CHAIRMAN: Yes, but in two ways. You want 
the straight line method; that is, you not only want the 
right to retain it, but you want it made obligatory on 
all railways. 

MR FRIEL: That is right, my lord. 

In respect to roadway property, Canadian 


National will maintain, subject of course to an adverse 
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ruling, -- I mean,if the Board decides against us, well 
and good -- that there should be uniform accounting, but 
not depreciation accounting; that is in respect of roadway 
property. Mr. Cooper's evidence (Vol. 100, p. 18727). 

In advocating the straight line method of 
depreciation for rolling stock, Canadian National is in 
disagreement with the Canadian Pacific in respect to the 
method to be adopted. Canadian Pacific advocates the user 
method. Mr. Cooper compares the two methods (Vol. 100, 

p. 18729 to 18735). His objections to the user method 

are that it minimizes the importance of the action of the 
elements, obsolescense and decay in causing exhaustion of 
service life, ignores the excess of normal maintenance 

and repairs caused by above normal use, and is .difficult 
to apply and regulate. Mr. Cooper also stressed the fact 
that the user basis is not used by other railways. We 
heard a lot about that. On the other hand the I.C.C. 
prescribes the straight line method and the British Trans- 
port Commission has adopted the straight line method. 

There are two exhibits filed in this connection which 
should be of assistance in determining the relative value 
of the two methods: Exhibit 249 -- which is a Report of the 
Committee on Depreciation - National Association of Railroad 
and Utilities Commissioners -- referred to in Vol. 100, 

po. 18735-6; and Exhibit 278, which is a Report of the 
Special Committee (A.A.R. Accounting Division) on I.C.C. 
Bureau of Accounts an@ Cost Finding, Subject No. 424. 
Exhibit 278 is referred to in Vol. 115, p. 20942 and the 
conclusions of this Report appear at p. 20945-47. 

In opposing depreciation accounting for roadway 
property the Canadian Mational is again in disagreement 
with the Canadian Paciffic. The C nadian National follows 


retirement accounting con roadway property and the C2nadian 
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Pacific follows roadway depreciation accounting on a user 
besis. British R ilways have rejected depreciation 
accounting for roadway. The I.C.C. made depreciation 
accounting mandatory for roadway property (exclusive of 
track structure) in 1943, and on the straight line basis. 
The Canadian National's reasons for remaining on a 
retirement basis are given in Exhibit 214, p:« 107 té6 118. 
The reasons given, it is submitted, are equally applicable 
to the Canadian Pacific and demonstrate the advisability 
of eliminating roadway depreciation accounting for both 
railways in the best interests of the railways themselves 
in addition to uniformity. Canadian National submits that 
the adoption of depreciation accounting for roadway pro- 
perties is an impossibility until there is available an 
inventory of property units and a determination of their 
costs (Exhibit 214, p. 118). The Canadian Pacific, while 
favouring uniformity, would make the method of depreciation 
Optional. Nevertheless it, too, is satisfied to leave the 
matter of method to the Board of Transport Commissioners. 
Mr. Cooper has suggested that the possibility 
should be explored of incorporation in the proposed Canadian 
classification replacement accounting in lieu of retirement 
accounting. Replacement accounting has been adopted by the 
British Transport Commission and, in Mr. Cooper's opinion, 


has great merit (Vol. 100, p. 18743). 


RAILWAY AND NON-RAILWAY ITEMS 


The non-rail operations in the Canadian National 
System consist of hotel operations and separately operated 
properties. While itt may be said that all of these opera- 
tions ere ancillary to the main business of the Canadian 
National, the finan.cial returns are excluded from railway 
operating revenues and expenses and reflected in separate 


accounts in the Sygstem income statement. These operations 


ini 
ey 
ine a gies een ee pret rae 
apy digi sage ae pe. Ape sheer nt “(ot aenge Sto 
& WO ap ialemes on rpetet a Tanokes on imaboat | i : 


-61f'03 FOL .q FES tiGhixe st Mevlg STs, piang ansan ton Dau on 


b . 7 : 


eldsotlage vat pS QT5 's ode ladies at gt spevts epoasen” oa iv wm 
Al “dit idsatve Ag ag erseqom ab’ bare ottiost astfensd ong of ihe 


Parc dgod 19% palsawogps bea fudbeah eowbsot agpentot te to i 
novi Ssemecty acswl ter etd to Bveoreiat Rese ome ml ayewttor 
Zg? strode fongts eM getbsdkd eterno OF aetethbe BE 
-pg cewbron neh greg o5 Holtelsoagsp 0 notteobe | onde. 
Rh 2 (enn, Spee caarerps 7 ~ 
Oy 3 ¥ pat [ td laesgogn nt ge a! esitesg 


rot ' e 
4 . t YY 392 : 
Pp ise 4 + + 
ac sf 
ak: 


stedy. lo note siiarssed Dap akin. Yanoaerg to yrotnovst 


oLtiw ,otttord apibencd off “(Gif .¢ . eis dididnt) sgso.. 


nolieloong hb Xo kodtoen agg silts Hliiow syeehinret feu na tiweret 


“e 
i J ; , Re ig) ad wD 
ad? eyret of bellattse ef .o0g at: asefontyayvek . boneiogse, — ; 

- mye si ey Rie 8 ie oe Rice Cor eee oti +4 5 


yy COE: off OF Hongoa TH sogvom 


Atif ttteban of* Secon : ai etdenligd Ty p aM 
utifidteed sgt, Wpny hetgesgue ean Teqged +h page) 
er Pr ym? fi, ; - y ive J ¢ > st. | Lasaaue . ¢ Ls «cy : ¢ _ ‘f Ar : ue 
: iff er a y Sea te, | ft ag Ey een PRES 5 e. barolqes ey a) UF Ae 5 
$4 oe . - ~ cit te oS <% 7 ~ 7” eg) = by a 


riiget Wo yell. as Bekaneosos dasmoagSqet. norabolizeecia 
Se Al ET GRC RE Cite nS ie Pe ia 9 ee es : rae 


3) 3 rd Botsgobre fresd sen gritmwooor tasmen tgs art ‘Sa 
ro a Bob . F ¥ ; 
~~ “\wetatao e'xeqoad .1M-at (bas notasinaod 20g ans aT date ie i, 
ye 4 4 aes text Re ) 
a 45 x : 


Be | " \(esyBr .¢, 0OL, . Lov) “dive Daetg @ ae 


\e ae a 4 Li 
> ——— 


, : ‘ ie rd ‘ Y: : ¥ a ii ak fou Cif FAW 7 A 


+ 4 


SToTe: ther snon eat" 


8: Rise eftotd's rreqo..18 “40° ‘yd tena soa 


4 Bren 


siege sasdd, to fis dads pies ‘ed'} waar, ot sitdw- snoring 


‘g# ibang 


a 7 : 
e 


yewi ter mort. ‘baauesied O18 amtates sania 
.. Staregos at botoelisy has pene pert “e 
Piaaa a 98 yt Riigine: i ome Moye thi 
if =D is pet. 


} Py ie 


- 


rae 


-2h201- Mr. Friel 


ere of minor importance when compared with the rail 
operations. 

C nadian National's practice in respect to 
express traffic and telegraph operations differs from that 
of the Canadian Pacific. Canadian Nationel includes both 
express and telegraphs in its railway operating revenues 
and expenses. The Conadian Pacific treats its telegraph 
operations and the money order side of its express opera- 
tions as non-rail. Canadian National considers the income 
received on the securities of the Toronto Terminals 
R-ilway Company (The Canadian National and Canadian Pacific 
own this company jointly) as rail income. The Canadian 
Pacific treats its income on their securities as non-rail 
for rate making purposes. Mr. Cooper has given his opinion 
why such income should be treated as rail income (Vol. 100, 
p. 19083-86). 

The Canadian National, while it believes that 
the segregation of assets, revenues and other income 258 
between reil and non-rail items is a matter of detail to 
be settled by the regulatory authority, nevertheless, is 
satisfied that its practices in regard thereto are the 
correct decounting practices. 

That is 211 I have to say on that topic, my lord. 

My next topic is 

CANADIAN NATIONAL - CANADIAN PACIFIC ACT 

Canadian National has in its main Submission 
(Exhibit 214, p. 152-160) shown the status of co-operative 
projects under the C.N.-C.P. Act. There are seventeen 
projects in effect with an estimated annual joint saving of 
$1,189,240. The grectest portion of this saving, $972,000, 
results from passenger train pooling. Numerous other pro- 
jects have been studied, some of which promised savings but 


for v2rious reasons never became effective. The largest 
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project of this kind which had been agreed upon by the 
railways, consisting of line abandonments with an 

estimated annual joint saving of $435,000, did not come 

into cffect as the railways were unable to secure the 
necessary approval from the Board of Transport Commissioners. 

The C-nadian National considers that the 
C.N.-C.P. Act has served 2 very useful purpose and will 
continuc to serve . useful purpose. Mr. Foirwecther said 
(Vol. Life hpateieos) : 

"One of the best features of that Act, in my 
judgment, is its negative aspect, where it gives 
cach railway 2 protection against aggression without 
the necessity of leading this country into an extra- 
veganza of competitive effort." 

The C.N.-C.P. Act came into being in the 
depression and as 2 result of the depression. Conditions 
which aroused the country at that time to a sense of crisis 
in railway matters have largely passed. Traffic which 
during the depression had fallen disastrously is now at 
levels hardly thought possible then. Capacity then sub- 
stantinlly mused is now substantially in full use. Line 
abandonments which were practical then would not be con- 
sidered now. Mr. Fairweather, at p. 21258, referred to the 
eose of the Bala-Wanup Line as such an example, and said: 

"Tt would have been nothing short of disaster 
if that line had been abandoned." 

Then again, Canada has grown rapidly in popula- 
tion, h2s developed immense natural resources and has in- 
erecsed its industrial output to 2 phenomenal degree and 
his become one of the greatest exporting countries in the 
world. Canada has asuumed significance among nations in 
the world to an extent hardly dreamt of in the thirtics. 


The country has largely grown up to the railways. The 
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‘result has been that the field of co-operation has 
narrowed. The Canadian Pacific says, in effect, that the 
field has narrowed to the vanishing point. There is a 
difference of opinion in this regard. Mr. Fcirweather 
stated at p. 21191 that the field was still a large one 
and that substantial economies were possible. He said: 

44 . I believe that the field of co-operation 
is substantial cnough to be very carefully explored 
and that it is one of the managerial fields zxx 
ovailable to railways in meeting their present-day 
troubles." 

The Canadian National does not ask for any 
change in the present Act and is opposed to any amendments 
of the nature proposed by the Canadian Federation of 
Agriculture (Vol. 40, p. 7536-37) or those of the 
Province of Manitoba (proposed Section 325A, subsection 
3(c) Vol. 116, ». 21023). 

Co-operation to be effective must be free and 
unfettered, otherwise it ceases to be co-operation. Its 
success is a matter of managerial judgment and ingenuity. 
A proper balance must be ‘maintained between co-operation 
ond competition both of which have their advantages. 
Management is constantly on the alert to effect economies 
and is not likely to pass up profitable co-operntive 
projects. As your Lordship said (p. 21224); 

"Can you easily imagine both railways sitting 
pack and saying: 'We don't want to earn more 
remunerative operation, we don't want to save any 
money by cconomies.' You c2nnot imagine that?" 

It is worthwhile of note that Mr. J. J. Frawley, who 
supported both of the proposed amendments, replied: 

"Oh, no, that is not to be imagined." 


Manitob2's amendment would, I submit, add confusion and 


j ~—_ i - 


Tr 8, Uae Say i, 


7 aod nba CORA Ue Behe ort: senhty mead eri 3 loads an 
| re mh . Syne, Sitect ne theee, ott humors 


; o 
S af Qtent .deloy. galeiany en? of: howqunta. aed bhely a 


~ + Sotnowel |. . Begone elisha oodehap %) gore eTETs 


overs: | Aras ‘7 * ¢ a tet ae 4 > rir p 
3 iw YL. LISS WES \oc tee. f Wetages 3] 
ae, . EN: 
; 
i" v= a8 TOG 2 i. ys “4 7& FE Fercke he 
a * : oe a sail . ag t “4 ~ dee 
: . 
‘ + : 
~ sie lead ” * re 7 ats | - » es 
J ear eda ga Ae : = Ts J ahs ep ak ’ 
5 
‘ 
tm Ef ; 
©. Ey Mee, A 
“4 q ban = & ie < o &. - ie 
R a! a. 2 my, 4 3 4 + mm im, 
A P t " oe) ae ee Sy e » fi oa 4a°/% eke 
fren per By re oni ee ata tee sh tice £« irene hab oe & ~ a 
POLOELITY, i? We UG Sa. OF oa ioe k OL ts (l..e 
« 
- . “- ‘ — - . A , 
owe gq 4 F - > & 
Sr par ES soo fs - 4G eS Oat 9 | ESOL Sz c 
a. 4 oe: ? 
_ P fen o = rt my 27 ey 7 « Pe 
Z 
* + _ * 
r. irre fi aah, . see 2 Set Tx | n= be ie hayes 
OP es a iS 4A be Owe Ive ASTOrS tpg GOV LACM IC 138 O' av. 
f- » 
a a! ‘¥ eis | 
. SOLS .g- Lov fo} 
“' ; +P : 5 
3 eae 4 pees, SMa aad te ; 6 ix FIUGU= Gal 
J 2 fiO Soa So IVEloD <i VATA tenes rote? alee 
rT itioure. by ry f 5 5 al > Be "8 
e (LH OMT Ts i rk! ey Ge. “3 A LR © Shih agare 
- > “a pe at « : J 
NM eT =~ . e * z hy ie > of aw a te. 
Pe {6-00 meowted Bentedaben Saum eonaicd odor 2 
oe tote , i tage ire hye Pars erm > 
o SP epow nal. wa <2 ver 2 ty ete! fsVvaiyed oe ati 1 
’ Ke 
e 7 - uh THe 3 5 
Po 61s 6 2 7 ae — ‘ F ? owt oa ‘ e¢ 
> wk 2 Ee tS a gS ‘ Mes, ¥ + 3 Ls z -—e £ + - BS ne 
, ., m : af: , | 
Re Sis | : Ds nD A LOR GY. ] rachis JON AL fi 
as 
r 
flea — s a r 4 +: 
* . ¢ F > a ee ’ ery 
; ree ¢ ' ;* PLike 4 bad % ~Fy' ee wa 5:03 
* a ee ee ~ wh al - ‘ wait 
- - Wise LE Sew : Mi Rawesml Yiu. roy now 
ay mise ‘ 1 es , &s mf rt ro &4 "a I ¢ 
a “te wl he r | » ale Be ae £ » I 43 } 
! 
A oo fF : fw ‘ 4 > 9 wee Sab . ~*~, re 
; * 3 Rite ‘ef ni . Div < a4 Pa Be. Te) Ew Be ovis % Ls host 
| 5 
2 CAA: ¢ iat a er ee nao a Aen th nec a a a P 
d iv. J rh eet “ri PLE dae. ad” OLY a er hal OFC Dy > ie ~ 4¢ 
5 
6 bas vee ee , a : be r Sete ats 
J ‘ vhs : PA ~f 2 t * oe ¢ 
OoW .Vyolwsxd,.% .% oeM. Sodd: sten-teelintwaisrow af gi 


ie :hotiqod. .~ixesbacste Setegetd. side Avod Poxsogees 


of 
. > Da aed nf ; mene c a " 
oH ONS me 8G oh By 3 Eure el: 3 : iS Pt: fi 


F4- 


om Doe .tindge- I ,pivew- taemeciems 6” edod inant 


-24204- Mr. Friel 


delay to the hearings in revenue cases. 

My next subject is 

CARRYING HIS MAJESTY'S MAIL AND FORCES 

Canadian National has dealt with the subject of 
His Majesty's mail and forces in its main Submission at 
pages 185-188 inclusive. It has proposed amendments to 
Section 351 of The R-ilway Act and Section 80 of the Post 
Office Act (both sections are set out in the main Sub- 
mission), which would leave the determination of the 
terms and conditions and regulations for the carriage of 
mail and forees to the Board of Transport Commissioners 
instead of, as at present, to the Governor in Council. 

Our proposed amendment is only short, and might 
be read into the record at this point. It is proposed 
that section 351 of the R-ilway Act be amended by sub- 
stituting for the words "such regulations as the Governor 
in Council makes"--- 

THE CHAIRMAN: Just a moment; where is that? 

MR FRIEL: Section 351 of the Railway Act. 

COMMISSIONER INNIS: Does that parallel the 
Canadian Pacific? 

MR FRIEL: There is e difference which I will 


explain, Dr. Innis. 


(Page 24207 follows) 
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THE CHAIRMAN? Now, your proposed amendment to the 
Railway Act in this bound volume here begins with amending 
Section 259? 

LR. PRIEL: That has to do with grade Separation. 

THE CHAIRMAN: Then it goes down to Section 264 but 
I have got nothing on 351. 

MR. FRIEL: ell, it should be there, my lord. 

THS CHATRMAN: Yes, I have got it now, Now, just a 
moment. 

MMR. FRIEL: The last words in the section, my lord - 
the last two lines in the Section read: 

"...0n such terms and conditions and under 

Such regulations as the Governor in Council 

makes." 

We would change that, however, to ada the words 
there: 

",..Ssuch regulations as are made by the Board 

of Transport Commissioners." 
and the change has the same effect in the Post Office Act, 
Section 80. 

We say that the effect of the Canadian National amend- 
ments would make such carriage subject to such terms and 
conditions and under such regulations as are made by the 
Board of Transport Commissioners. 

The Canadian Pacific has dealt with this same subject 
and have also proposed amendments to the same Sections 
(Vol. 128, pps. 23065-78). The Canadian Pacific amendments 
would leave the terms, conditions and regulations to be 
made by the Governor in Council but would add the words - 

"Save that the terms and conditions as to the conm- 

pensation to be paid to the company shall be such as 

may be determined from time to time by the Board of 


Transport Commissioners for Canada." (Vol.128,p.23074). 
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Th. CHatRiaN: Just a minute, please; I have not the 
Canadian Pacific Amendments here. 

‘MR. FRIEL: They just add words to the Section. 

THO ChaAIRMaN: The last section they amend in this 
volume here is Section 325. 

MR. FRIEL: At page 25 of their consolidation. 

THE CHAIRMAN: Now, what is it they propose? 

MR. FRIEL: They would add the words: 

",...Save that the terms and conditions as to 

the compensation to be paid to the company shall 

be such as may be determined from time to time 

by the Board of Transport Commissioners for 

Canada", 

In other words, they would still leave everything to the 
Governor in Council except the matter of compensation and 
that would go to the Board. 

Their proposals would remedy the main complaint of 
the railways if the Commission were satisfied to recomiiend 
their amendment. 

Tht CHhatHaAN: What I have here is an amendment which 
has marked upon it - "Canadian Pacific - Canadian National" 
as if you are in accord: - 

"...0n Such terms and conditions and under such 

regulations as are made by the Governor-in-Council." 

MR. FRIEL: Well, our amendment is different, my lord. 
Vie would take out “Governor in Council" and substitute 
"the Board of Transport Commissioners". 

TEE CHAIRMAN: This is the consolidation whichwas handed 
in by the Canadian Pacific Railway. 

l.R. FRIEL: I cannot imagine that they would have made 
a mistake in it. 

TH CHaIRMAN: It says here that: 


"This same shall....be carried on the railway, 


be) 


i 
ae 
hee awa: 
“wt 5a wes shea wae 


iar’ ar catia gia a5 

7" = > * yu a a" ae 
: tee > Whe ide oF eee 

U o* adi Io Se - ee Od = ee 2 238 ut cot rs 

wa 4 ay , 


.  @bds ait. bho Ned motsoes ‘deat eet 3 
7 as € doldese a? wae — 


« 


R . Ri A a; ; - , ' 
WNOfTeSl Lona miegds To. es -sHeg tai: 12 cat ae ae are 
f ~ . j : Te - - 
tT S00T70% Y oir g ood * af ta niw y wou - pMPIL AD * air ; 
i “% - ed * bi ts.5 ¢ ~r5 Ue T at ep -_ 
; /Pehrow red? bbs bLvuoi ‘vent ‘erate nm. * iP oY 
U —. : > #3 ‘ — 7: “ ey =* I 
-O¢ 88:2 SET LOGS OAS Ge Lu ub? ‘JadT - evag. one " ibe: 


rr Ad * ws ry aod oe . A P come ; +. al ‘ oS ie og 7 7+ 
kt oh eee Ls BC Mow | Cw Peet Bd on GO ‘ od : Aci tT ae Sudo < aad ; 


~~ 7 > . at eS wa “s oq FE 1 ee = _— ~ 5 . - ed i] 
f LS ad - aid. mot (bediuse2eS ed - yal Sa:cove “ad : 
+ 7 7 
7 4 . . 4... 2 SF 
r ‘7704 ¥ gah Ex Poucsy : , Oa Ls vet YLex . 827 a 
i 7 
! 
tt ahaAnnn ye 
os ‘ GaN Jee Bw) 
ji 


. 2S nt ae a = <7 ert n t « val ot fuae —s a 
A : ' “) te SF - 2 ee . a) a + iver WW ou 
| sw -OU Ae ESVea SVSSGl 4 Lee .® LisGY £ohiw .y. Say Teico fli 
‘ -¥ i] : 
. g = z « 
of 5 be os =d phate ere ae at 4 oF eae Ae oe oo 
rd a” het Arsh OPS Fd BI : ANP seh Agee AG ae ee | 5b _ L Fd eA ‘Hl sow in 4 BVO 


. v >= os 
Teed .2ea7- OO) Gah SLoow gah | 
Ps s 
; a 7 T NAA: ar, ott > . <6 Hie sae . By farese . wes hie . or © oe eT 
RAD EE OE ASR has “i ISLS. USO EC Lee Ooi as Sie 
1 
. Le ' a oe . ase fF =f 
- wait 4,3 << } or 3 » 3 ; . € Les E gS RD he Adin Aart Gu A | Were dike OL eg : 
) \ 
7 
. ~ £2 °F or 
¥ jnaiboeas tied’ 
oe ve 
a eae 2 ss: 4 oe > a TT 7 “a 
a JCA ES i Be & es we | ~. ¥ - ou as ade > eet pe oars # 
i = 
nr , - : ‘ars? H ~~ a 
E, REO LO bh Ack S.-Y ~ e ao tap 1 faa? on f js wGH iL. el 2 as} al 
, y 
“ - 1 4 . 
3 — = ao - 
.- -abeoods af-6ip yoy Ii es 
7 ! 
| AAS Ac : : a ey * + Wye oes ait 7. " 4) 
ra VES “RED ARAN .MILE al Sati DOO ‘pRB cvi67 u Qua MAme © } a2 
1 * 
e PT tnwrewo ae) erry on soem OY 4 awa ek wae a *4 
ae & a whee FE US eh et WARP >. REE ae :BWaewe OL Gee See no aa. al oT a 
Ae th Be 
‘ 
= " co" a a.” 4 ‘) ° we (tee > _ 
> Aerts A nev et. tinh .-? -2hen haan a ' J nest kd 
hey eee rol A ee eh ee PER my fe -& a ae Ae were be rate LS A> ah 2 a ee a wee eA +6 lot ' i 
4 i 
] 


etuditeduese tne “tiosved at toatevod” aso ete blaow a! 
f ae a 


r oe" Mevededeetaiad Broqeagel 6 Brads .oia"” 
hebasd eew.detow noldsbiisaaod aS 4 tat abet gor ) a) 
fm aia Rew iian SET ESR astbeaso cree “ ne 
ham svar diivow yen tad’ atts aaul doahso i Ita i am 
Pa) ie | | ¥ ae ae ventas 
dant axed oyne, aoe : 

ew Ebet ali lo Helntas -bd., nal 
7 pe se eae 


Pa me } 


and with the whole resources of the company if 

required, on such terms and conditions and 

under such regulations as the Governor in Council 

makes, save that the terms and conditions as to 

the compensation to be paid to the company shall 

be such as may be determined from time to time by 

the Board of Transport Commissioners for Canada." 
Then, you are in agreement, are you? 

LR, FRIZL: We are in substantial agreement, my lord. 
The amendment that they propose meets our complaint. Mr. 
Carson has gone into the reasons for the amendment and 
there is no purpose to be served in reviewing them again. 
ve are in full accord with his argument. 

THE CHAIRMAN: Yes, I do not think there is any real 
difference of opinion. 

WR. FRIEL: My next topic, my lord, is the Maritime 
Freight Rates Act, Section 6. 

SECTION 6 - MARITIUE FREICHT RATES act 

ur. T. H, Cooper referred to Ssction 6 of the Maritime 
Freizht Rates Act as being now a dead letter sofar as 
separate accounts for Eastern Lines are concerned (Vol.98, 
p-18505). 

THE CHAIRMAN: Is it doing any harm by its presence in 
the statute? 

VR. FRIEL: It means that we are in breach of the 
statute year by year - that is all. I1t would merely 
regularize the present position. 

THE CHAIRMAN: You would delete the whole of Section 67 

MR. FRIEL: Yes, my lord. 

THE CHAIRMAN: Have you looked into it to see whether 

anybody else might find it more convenient to keep it there? 


MR. FRIEL: I cannot see that it makes the slightest 


eh 


| ahs ; 
Tt Wiens © te : Sahat s : soa “ene 
Sf a ere patees as 
an his 8 saalsipnse ‘as pol dove oo , berth 


7 ies. § "5 Meret tik hi “aT ie a] — lf An 4 


a tteavoD al bissalvhiet aad ae ancisaluget ‘aon phos 


oe ee ee ee 
ot Be sad tetade ‘Did Maths Od wh 2 sak etna 
- + me Sb BE TTT ES My, Se are ms iu , rar yey, 
7 ‘Lfete yilsqnoo eft lot. meme Pe 7 notte Sa ot oat Mas A AP 
; a "ia ae ae 5 a Ue rue Ay j ay ‘A ’ 


7 
vy, yo emty of. ant? nox %, beatmted o> od yal Ty Hore ad. 7 


fe ; Pare ae le NYS : : ~ 
. '* 4 gheas® cot @tenaies fmanod 3 penetT to Sigg ads 
; 

eb 4 Ube 7 gest eae ila fe ' 

. Tvoy sts teenies nf ‘ers voy, .a adit 

yy Bin’ Pa 2 F , whe. 7 +: ify) og es 

Y NIOL Ya 61 fio fedu2 al sts ev : JE pitt 

: 0 vin ¥ ey ee ae ed we ’ 

A, etl } 30 BI 1 seoqota vedd ded? Fnembosss ef! - 
: : ‘ a a ; Ptr ik UR : j 

| Bn 5 3 tot az : aid oJail enoe aad nosis 

a : re % “s..4 * ’ ee "yolks * . 
fa wy reivet ni bev iS oF eeoqgiwq on Bf stad? 
Oa So a nas s ‘ : beg = : 


' 
. 5 ’ 
+ hee y be ee © 
. 
, . afd 1+ € . ry y "5 ’ 
; iLf0. wi y «! ory vy & el UL a : « sv @ ~ a fy 
» i* 
a amesiel : Ae : : 
a t} a -— os ..) - 
: meta Bi : onsrstiib 
’ : 
Vas a 
«5 ‘ ‘ Ome . 
‘ 7 ° 
ind : : rVAS Y Puli’ 5 the 
a i .- F i - Z 
ae a Ye we s 
rs 4 4, ‘iy ‘ 5 ry 
¢ ? 
hLiw TO ,¥ é c | wii t SL 
: P 2 
wits tL ve : 
; = 
“ ; | f i a : 
—~ ee «nao 
‘ * 
es oe Sd a ae eg ee Ne , d 
f : 
ek mw et += 
A r a 
. -_- 
er - > . + + ss ay 
i T 5 é ri * grr 
é +. J we BAS + = &. . 
’ 
< at, 5 ss, . 
A < ‘ { ‘ ., ere eo4 2 3 . 
r ra . 
r a a%® ote r me 2 
ew a9 2 Jk bo se Gievces AM BV AUVOD0S wa .- 5g oc 
4 4 
- : “¢ : e+ 2 
7 {a %e 44 ¢ 
. iv\ Iie 
‘ 
. * ¥ of 
¥ 7 — . ¢ » > 7 ' TT 4 
Aid | J a | “/ G bs i ‘ pu i. Oa iJ . of = | iid / is : 


v # F arora daw : ey i a as i 
Me Yiletom bivow di sites af dade « bie Ld SO, Fee | f 


ay ie aaa aoidbaod: sneawag ots ‘estoivaet a 


’ 

why ; - =a 7% Cee 7 
, TO nolvees To efodw eft efaied Big gow pot’ Hawt S29 ort: , rt 
Tg MAY CoN pci” Apt spre aaa te Reaeere | Wy 


bro Tou 29% 5 Tau “Fh Ot cee 


‘tod veutw eee of 31. o¢at beiiool POY oval int gato ar " 
. ‘ mocbso. 4 autho “Shad MTs Sirs Heres e. eats . 
Petal t al qead o@ dost awaon stom $f ott ddghe: oat 
a a a : re J $ oe “a 8 ae 
“3 os ES Me tnftis at * * ere hay rs = . a *? 
 seadas atte ed entice 4¢ tsa ose ‘goanse I 33 ri §) 


ay. 


o Toa ie 


+, 


wee Bh paths S* 


- 24210 - Mir. Friel 


differance, my lord; in fact, it would be more convenient 
to everybody. 

THE CHAIRMAN: I mean to the Government? 

Re FPRIEL: Even the Government when meeting our 
deficit and the deficit we set up for the Hastern Lines 
makes two votes or one vote in two parts whereas one vote 
under the new arrangement would now take in the whole thing. 

TH# CHAIRMAN: Have you consulted the proper department 
about this? 

MR. FRIEL: No, my lord, 

MR. COVERT: My lord, I wrote to the Department of 
Finance, 

TH: CHAIRIAN: They have not much to say in answer? 

MWR. COVERT: No, my lord. 

MR. FRIEL: Well, I said we were in breach of the 
statute. The accounts were kept separately under 1932 
but were put back in the System accounts as a result of 
recommendations contained in the Duff Report (pages 17 
and 18). Mr. Cooper said about it at page 18505: 

"It (the Act) serves no purpose, it is a nuisance." 

THE CHAIRMAN: Well, you are in breach of the act? 

MR, F RIbL:Yes, my lord. 

THO CHAIRMAN: Well, we will not recommend that 

you should be indicted. are you about to begin mother 
sub ject? 

MR. FRIEL: Yes, my lord. It is just a short one. I 
do not know if I have time to finish or not. 

TH CHAIH.AN: How long will you take, Mr. Friel? 

MR. FRIZL: I would only be about two minutes, my lord. 

TH: CHalHuAN: Well, go ahead. 

luR. JRIBI: My Lord, my other topic, I do not seem to 
have it so I am afraid I will have to take a few minutes on 


Monday morning. I will just be a few minutes londay morning. 
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THE CHAIRMAN: “e11, we will adjourn then until 10.30 


Monday morning. 


--The Commission adjourned at 4.10 p.m. 
to meet again at 10.30 a.m. on Monday, 


29th May, 1940. 
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